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NEWARK BAY STUDY AREA
PRP DATA EXTRACTION FORM

Elizabethtown Gas Company,
Elizabeth, New Jersey Sites

CANDIDATE PRP(S):

PRP: Pivotal Utility Holdings, Inc. (as successor to Elizabethtown Gas Company [“ETG”])

CURRENT MAILING ADDRESS/CONTACT INFO:

PRP: Pivotal Utility Holdings, Inc.
John Kean, Jr., President and CEO
P.O. Box 760
Bedminster, NJ 07921

BAC000005, BAC000006, BAC000013

FACILITY ADDRESS:

The Elizabethtown Gas Company (“ETG”) has operated at two locations along the Elizabeth River
in Elizabeth, Union County, New Jersey: the “Erie Street Site”’; and the “South Street Site.”

Erie Street Site:

200-234 Third Avenue
Elizabeth, Union County, New Jersey 07207

The Erie Street Site is comprised of a tract of land approximately 24.5 acres in size, located at Third
Avenue between South 2™ Street and Delaware Street, and identified as Block 5, Lot 1381 on the
City of Elizabeth, NJ tax map. The Site is bounded by: Third Avenue and residential properties to
the northeast; South 2nd Street and a trucking company to the southeast; railroad tracks and the NJ
Turnpike to the northwest; and the Elizabeth River to the southwest. The Erie Street Site is located
at a point on the Elizabeth River approximately 0.7 miles upstream of its confluence with the
Arthur Kill. BBA000004, BBA000006, BBA000011

South Street Site:

406 South Street
Elizabeth, Union County, New Jersey 07202
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The South Street Site is comprised of a tract of land approximately 2.7 acres in size and identified
as Block 9, Lot 1151 on the City of Elizabeth NJ tax map. The Site is bounded by: South Street
and light industry to the north; Fourth Avenue and residential properties to the east; Centre Street
and residential properties, and a portion of an Elizabeth Flood Control Basin, to the south; and the
Elizabeth River to the west. The Route 1 & 9 viaduct crosses diagonally over the western portion
of the Site (in a north-northeasterly direction from the southwest corner of the Site) at an
approximately 30-foot elevation. The South Street Site is located at a point on the Elizabeth River
approximately 2 miles upstream of its confluence with the Arthur Kill. BBA000030, BBA000044
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The approximate locations of the two ETG Sites are shown on the following annotated aerial
photographs:
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Elizabethtown Gas Company - Erie Street Site
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Elizabeth, Union County, NJ

Aeria) photograph copyrighted 2007
Source: Google Earth (Europa Technologies/Tele Atlas/Bluesky)

Annotated Site outline and location is an approximation
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Elizabeth, Union County, NJ
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Anpotated Site outline and location is an approximation
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FINANCIAL VIABILITY (annual revenue, # of employees):

Pivotal Utility Holdings, Inc. (“Pivotal,” parent company of ETG) is wholly owned by AGL
Resources, Inc. (“AGL”), which has assumed responsibility for existing and future environmental
remediation costs at all ETG sites. [See detailed discussion in the “Dates of Operation” section,
below, of this Data Extraction Form.] AGL distributes natural gas to more than 2.2 million end-use
customers through its public-utility company subsidiaries, including Pivotal, which owns and
operates three utility divisions in New Jersey, Florida, and Maryland, one of which is ETG.
Pivotal, through its ETG division, currently serves approximately 269,000 customers in Union,
Middlesex, Sussex, Warren, Hunterdon, Morris, and Mercer counties in New Jersey. AGL reports
having 2,385 employees and consolidated operating revenues of $2,621 million for 2006.
BACO000005, BAC000006, BAC000007, BAC000009, BAC000014

DATES OF OPERATION (include info. on predecessors/successors if known):
Erie Street Site:

The Metropolitan Gas Light Company, later purchased by ETG, had owned a 2-acre portion
of the Erie Street Site since 1857 and began coal gas operations on the Site by 1889. ETG
bought Metropolitan Gas Light Company, including the 2-acre property and additional
properties to the west and southwest in 1892 to establish the 24.5-acre Erie Street Site. ETG
successors continue to own the Site. (See additional “History, Ownership and Succession of
ETG” below.) BBA000018, BAB000001

South Street Site;

The South Street Site was operated by ETG from 1855 to 1901. ETG continued to own the
entire 2.7-acre Site until 1978-1980 when approximately half of the property was
condemned and transferred to the City of Elizabeth for flood control projects. The Northern
and Southern Retention Basins were created on the western portion of the Site adjacent to
the Elizabeth River. ETG successors continue to own the remaining half of the original
Site. (See additional “History, Ownership and Succession of ETG” below.) BBA000048

History, Ownership and Succession of ETG:

Information has been obtained on the following key dates in the history and corporate successorship
of the Elizabethtown Gas Company:

e 1855-1922: Elizabethtown Gas Light Company was a corporation created in 1855
by an Act of the Legislature of New Jersey to fuel the 300 gas lights
lining the streets of Elizabeth, NJ. BAC000001, BBC000001,
BBCO000010

Elizabethtown Consolidated Gas Company was created in 1922 by an
Agreement of Consolidation between Elizabethtown Gas Light
Company, Metuchen Gas Light Company, Rahway Gas Light
Company, and Cranford Gas Light Company. BBC000001,
BBC000010

e 1966 — 1969: In 1966, Elizabethtown Consolidated Gas Company changed its name
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e 1983:

e 1994 —2000:

e March 1, 2001:

e 2004:
e 2005:
3/27/2008

to Elizabethtown Gas Company (“ETG”). BBC000010

National Utilities & Industries Corporation was formed and
incorporated in the State of New Jersey in January 1969.
BBC000023

In April 1969, National Utilities & Industries Corporation acquired
ETG through a stock exchange, whereby National Utilities &
Industries Corporation exchanged shares of its common stock for the
outstanding shares of ETG common stock. BBC000012, BBC000025

ETG was operated as a wholly-owned subsidiary of National Utilities
& Industries Corporation. BBC000031

National Utilities & Industries Corporation changed its name to NUI
Corporation (“NUI”). BBC000026

In 1994, ETG was merged with and into NUI , with NUI continuing
as the surviving corporation. BBC000031

ETG became an operating division of NUI. BAC000002

In 2000, NUI Holding Company (“NUI Holding”) was incorporated
in the State of New Jersey. BBC000018

Pursuant to a Exchange Agreement, NUI Holding acquired all of
NUT’s stock, thereby making NUI Holding the parent corporation and
NUI the subsidiary. BAC000003, BBC000020

Subsequently, NUI Holding was renamed NUI Corporation, and the
former NUI was renamed NUI Utilities, Inc. (“NUI Utilities™).
BAC000003, BBC000019, BBC000033

AGL Resources, Inc. (“AGL”), an Atlanta based Fortune 1000 energy
services holding company trading on the New York Stock Exchange
under ticker symbol “ATG” acquired NUI Corporation. The
acquisition was accomplished by a merger of Cougar Corporation, a
wholly owned subsidiary of AGL, with and into NUI Corporation,
with NUI Corporation continuing as the surviving corporation.
Pursuant to the Merger, AGL acquired all the outstanding shares of
NUI Corporation for approximately $218 million, including the
assumption of $709 million in debt; and AGL also assumed
responsibility for existing and future environmental remediation costs
at all the ETG sites. BAC000004, BAC000005, BAC000006,
BAC000007, BAC000008, BAC000010

NUI Utilities d/b/a Elizabethtown Gas Company (a division of NUI
Utilities) changed its name to Pivotal Utility Holdings, Inc.
(“Pivotal”) d/b/a Elizabethtown Gas Company. BAC000012,
BBC000037



ETG, a division of Pivotal, currently serves approximately 269,000 customers in Union, Middlesex,
Sussex, Warren, Hunterdon, Morris and Mercer counties in New Jersey. AGL distributes natural
gas to more than 2.2 million end-use customers through its public-utility company subsidiaries,
including Pivotal, which owns and operates three utility divisions in New Jersey, Florida, and
Maryland, one of which is ETG. AGL reports having 2,385 employees and consolidated operating
revenues of $2,621 million for the 2006. BAC000005, BAC000006, BAC000007 BAC000009,
BAC000014

DESCRIPTION OF FACILITY OPERATIONS (list CERCLA hazardous substances used,
manufactured or present):

Erie Street Site:

Since the beginning of operations at the Erie Street Site, utility gas has been produced, stored,
and/or distributed at the Site. “Coal gas” was manufactured on the Site from at least as far back as
1889 until 1915. This gasification process involved the use of coal, coke, and oil. After 1915, coal
gas production was replaced by carbureted water gas production, which generally utilized water in
place of oil. Both processes, however, involved loading coal/coke into a furnace (retort) and the
generation of tar as a by-product. By approximately 1927, 80,000 tons of coal was used per year;
and by 1935, 500 million cubic feet of gas was produced per year. The original Site buildings
consisted of a warehouse, main office, engine room, carpenter shop, boiler room, pump house,
generator house, pipe shop, and a welding/blacksmith garage. Additionally, there were various
aboveground storage units and five main gas holders on the Site, including Gas Holder No. § - built
in 1947 with a 10 million cubic foot capacity - the largest in the world at that time. All of the
original buildings were demolished in 1976. BAB000001

Poor quality byproducts and process waste, including coal, coke, slag, coal tar, oils and wood chips,
were landfilled mostly in the southern portion of the Site “where they were used with other backfill
materials to cover the marsh deposits” adjacent to the Elizabeth River. Historical photos show that
the southern portion of the Site near the river was once swampland. Remedial investigations have
shown that the fill is generally thickest (up to 10 feet) in this area. BBA000001, BBA000003

Regular gas production was discontinued in March 1951. The equipment was converted to use a
different process to produce gas from coal only during high-demand periods. At that time, a new
control system was built and the main business at the Site became the distribution of natural gas. In
1966, gas production ceased completely. An alternate fuel (propane air) plant was installed in
1974. Stored propane and air were mixed to produce a gas combustible with natural gas. Circa
1989, ETG began storing propane and liquid natural gas (“LNG”) for peak usage. Natural gas was
converted to LNG by decreasing its temperature. One cubic foot of LNG equals about 618 cubic
feet of natural gas. The LNG was converted back into gas by three gas-fired vaporizers that
transferred heat to a water bath, which vaporized the LNG. The Site continues to operate as an
active natural gas storage and transfer facility. In June 1992, ETG signed a Memorandum of
Agreement with the New Jersey Department of Environmental Protection (“NJDEP”), which
required a remedial investigation and remedial action be conducted at the Site. BAB000001,

BB A000006

When Gas Holder No. 8 was cleaned out (year unknown — likely around 1966 when production
ceased) forty men reportedly were needed to clean the “muck” out of the bottom. A hole was cut in
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the side of the holder to hand bucket the muck out, but the location for the disposal of the waste was
not reported. BAB000001

South Street Site:

Coal gas was produced on the Site from 1855 to 1901. Coal gasification processes resulted in the
generation of wastes including: coke, coal tar, light oils, clinker, coal tar pitch, ammonia, and
ammonium sulfate. Coal tar generally contains high levels of polynuclear aromatic hydrocarbons
(“PAHs”). Tar wastes and spent oils were believed to have been disposed in unlined pits on Site.
Materials identified by United States Environmental Protection Agency (“USEPA”) contractors in
1990 as retort slag and coal tar were found in Site surface and subsurface soils. BBA000032

The original Site buildings consisted of a purifying house, a retort building, two coal sheds, an
engine house, a blacksmith shop, two sheds, an office building, and two gas holders (storage tanks).
All original buildings were demolished between 1959 and 1966, except for the retort house and
office building which were still present as of 1990. BBA000032

From 1901 until 1965, ETG reportedly used the Site for engineering operations, pipeline storage,
and dispatch for construction crews. In 1929, the New Jersey Department of Transportation
(“NJDOT”) began construction of the Routes 1 and 9 viaduct over the northwestern corner of the
Site. After 1965, ETG leased the Site to Franklin Hudson, an architect. From 1974 to 1979, ETG
leased the Site to Harvester Chemical Co., who did not operate on Site, but in turn subleased it to
Vignola Salvage Corporation, a bank safe repair company. During the 1978-1980 timeframe,
roughly the western half of the Site was condemned and transferred to the City of Elizabeth for
flood control projects, including the Northern and Southern Retention Basins adjacent to the river.
Beginning in 1980 to 1990, Vignola leased directly from ETG the remaining portion of the Site still
owned by ETG; and Vignola, in turn sublet portions of the Site, generally for trucking and parking.
BBA000040, BBA000044, BBA000048

NIDOT performed environmental investigations between 1987 and 1989 on a portion of the Site
along the northern boundary related to the widening of the Routes 1 & 9 viaduct. Subsequently,
this led to the signing of an Administrative Consent Order in April 1991 between NJDEP and ETG
for the original 2.7-acre footprint owned historically by ETG. A Final Revised Remedial
Investigation (“RI”) Report was issued by ETG in October 1996. In 1998, due to delays in
delineating contamination in the RI reports, NJDEP required ETG to combine the remaining
delineation work and a Remedial Action Plan as a “Phase II Pre-Design Investigation.” A revised
version of the draft of that report was issued in February 2006. As of July 2007, source

identification and delineation of a benzene groundwater plume continues. BBA000046,
BBA000078, BBA00008S

SOIL SAMPLING AND CONTAMINATION:

Erie Street Site:

Surface and sub-surface soil investigation analyses have detected the following hazardous
substances, at the levels indicated, associated with Site operations:

Volatile Organic Compounds (“VOCs”) including:
e Benzene at up to 320 parts per million (“ppm”)
¢ Xylenes at up to 650 ppm
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PAHs including:

¢ Acenaphthene at up to 12,000 ppm
Anthracene at up to 7,300 ppm
Benzo(a)anthracene at up to 2,700 ppm
Benzo(b)fluoranthene at up to 660 ppm
Benzo(a)pyrene at up to 1,700 ppm
Benzo(k)fluoranthene at up to 1,400 ppm
Chrysene at up to 2,600 ppm
Dibenz(a,h)anthracene at up to 5.9 ppm
Fluoranthene at up to 6,000 ppm
Fluorene at up to 7,700 ppm
Indeno(1,2,3-cd)pyrene at up to 620 ppm
Naphthalene at up to 30,000 ppm
Pyrene at up to 8,000 ppm

Metals including:

e Antimony at up to 28.1 ppm
Arsenic at up to 868 ppm
Barium at up to 2,560 ppm
Cadmium at up to 90.9 ppm
Copper at up to 3,120 ppm
Lead at up to 48,500 ppm
Mercury up to 41.6 ppm
Thallium at up to 8.8 ppm
Zinc at up to 4,390 ppm
Cyanide at up to 1,420 ppm

BBAO000011, BBAO0O0O0O18
South Street Site:

Surface and sub-surface soil investigation analyses have detected the following hazardous
substances, at the levels indicated, associated with Site operations:

Coal tar product PAHs including:

e Acenaphthene at up to 220 ppm
Anthracene at up to 500 ppm
Benzo(a)anthracene at up to 2,500 ppm
Benzo(b)fluoranthene at up to 1,500 ppm
Benzo(k)fluoranthene at up to 1,400 ppm
Benzo(a)pyrene at up to 1,900 ppm
Chrysene at up to 2,800 ppm
Dibenz(a,h)anthracene at up to 570 ppm
Fluoranthene at up to 1,300 ppm
Fluorene at up to 2,500 ppm
Indeno(1,2,3-cd)pyrene at up to 1,000 ppm

e Naphthalene at up to 3,500 ppm
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e Pyrene at up to 970 ppm
e Dibenzofuran up to 460 ppm
e 24-Dimethylphenol at up to 12 ppm

VOCs including;:
e Benzene at up to 82 ppm
e Ethylbenzene at up to 181 ppm
e Total xylenes at up to 403 ppm

Metals including:

e Arsenic at up to 38.4 ppm
Barium at up to 1,430 ppm
Beryllium at up to 1.5 ppm
Cadmium at up to 1.9 ppm
Lead at up to 2,470 ppm
Mercury at up to 34.7 ppm
Thallium at up to 2.7 ppm
Zinc at up to 3,980 ppm
Cyanide at up to 2.4 ppm

BBA000044, BBA00O0078

GROUNDWATER SAMPLING AND CONTAMINATION:
Erie Street Site:

Groundwater investigation analyses involving overburden and bedrock systems have detected the
following hazardous substances, at the levels indicated, associated with Site operations:

VOC:s including:
e Benzene at up to 140,000 parts per billion (“ppb”)
e Ethylbenzene at up to 2,200 ppb
e Xylenes at up to 3,600 ppb

Semivolatile Organic Compounds (“SVOCs”) including:
2-Methylnaphthalene at up to 1,100,000 ppb
Acenaphthene at up to 260,000 ppb
Anthracene at up to 150,000 ppb
Benzo(a)anthracene at up to 64,000 ppb
Benzo(b)fluoranthene at up to 22,000 ppb
Benzo(k)fluoranthene at up to 35,000 ppb
Benzo(a)pyrene at up to 57,000 ppb
Benzo(g,h,i)perylene at up to 21,000 ppb
Chrysene at up to 78,000 ppb
Dibenz(a,h)anthracene at up to 15,000 ppb
Dibenzofuran at up to 37,000 ppb

Fluorene at up to 190,000 ppb

Fluoranthene at up to 120,000 ppb
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Indeno(1,2,3-cd)pyrene at up to 17,000 ppb
Naphthalene at up to 1,400,000 ppb
Phenanthrene at up to 610,000 ppb

Pyrene at up to 160,000 ppb

Metals including:

¢ Antimony at up to 272 ppb
Arsenic at up to 142 ppb
Barium at up to 2,200 ppb
Beryllium at up to 5 ppb
Cadmium at up to 22.1 ppb
Lead at up to 237 ppb
Manganese at up to 23,500 ppb
Silver at up to 37 ppb
Thallium at up to 10.4 ppb
Zinc at up to 14,500 ppb
Ammonia at up to 5,900 ppb
Cyanide at up to 14,400 ppb (adjacent to the Elizabeth River)

BBA000013, BBA0O00018

Groundwater beneath the Erie Street Site is reported to most likely flow to the southwest toward the

Elizabeth River. BBA000004
South Street Site:

Groundwater investigation analyses involving overburden and bedrock systems have detected the
following hazardous substances, at the levels indicated, associated with Site operations:

Coal tar product VOCs including:
e Benzene at up to 4,000 ppb
e Toluene at up to 1,400 ppb
e Xylenes at up to 1,100 ppb

SVOCs including:
e 2-Methylphenol at up to 580 ppb
e 4-Methylphenol at up to 1,500 ppb
¢ 2.4-Dimethylphenol at up to 1,200 ppb
e Naphthalene at up to 2,700 ppb
e 2-Methylnaphthalene at up to 290 ppb
e Dibenzofuran at up to 130 ppb

Metals including:
e Antimony at up to 40.1 ppb
e Arsenic at up to 516 ppb
¢ Cadmium at up to 6.7 ppb
e Lead atupto 85.8 ppb
e Manganese at up to 4,890 ppb
¢ Cyanide at up to 3,900 ppb

3/27/2008
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BBA000044, BBA000046, BBA000078, BBA000086

The direction of groundwater flow in both the overburden and bedrock zones is toward the
Elizabeth River. BBA000086

SEDIMENT AND SURFACE WATER SAMPLING AND CONTAMINATION:

Erie Street Site:

”

An “evaluation of the impact of the Erie Street former MGP site on the Elizabeth River sediments
was performed during the Remedial Investigation. Sediment samples collected from an Elizabeth
River transect adjacent to the Site contained the following hazardous substances associated with
Site operations:

PAHs including:

e 2-Methylnaphthalene at up to 160 ppm
Acenaphthene at up to 73 ppm
Anthracene at up to 44 ppm
Benzo(a)anthracene at up to 23 ppm
Benzo(b)fluoranthene at up to 12 ppm
Benzo(k)fluoranthene at up to 14 ppm
Benzo(a)pyrene at up to 15 ppm
Benzo(g,h,i)perylene at up to 12 ppm
Chrysene at up to 27 ppm
Dibenz(a,h)anthracene at up to 2.7 ppm
Dibenzofuran at up to 7.9 ppm
Fluorene at up to 42 ppm
Fluoranthene at up to 44 ppm
Indeno(1,2,3-cd)pyrene at up to 9.1 ppm
Naphthalene at up to 160 ppm
Phenanthrene at up to 140 ppm
Pyrene at up to 78 ppm

Metals including:

® Arsenic at up tol6 ppm
Cadmium at up to 18 ppm
Copper at up to 334 ppm
Lead at up to 980 ppb
Manganese at up to 397 ppm
Silver at up to 11.7 ppm
Zinc at up to 795 ppm
Cyanide at up to 1.34 ppm

BBAO000018

As stated in the Supplemental Remedial Investigation Report, groundwater contamination is present
in the overburden zone adjacent to the Elizabeth River and likely discharges to the river. Therefore,
surface water samples were collected from the Elizabeth River to determine any impacts from Site
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groundwater. Analysis of a surface water sample collected downstream from the Site in the
Elizabeth River detected the following hazardous substances associated with Site operations:

e Arsenic
e Thallium

These contaminants were detected at levels exceeding the NJDEP saline estuary Class 3 Surface
Water Quality Criteria. BBA00O18

Analysis of a surface water sample collected from a catch basin discharging to the Elizabeth River
detected Benzene at 8.1 ppb. BBA000016

South Street Site;

Surface water from the Northern Retention Basin on the western portion of the Site contained the
following hazardous substances, at the levels indicated, associated with Site operations:

PAHs including:

e Benzo(a)anthracene at up to 27 ppb
Benzo(b)fluoranthene at up to 2 ppb
Benzo(k)fluoranthene at up to 2 ppb
Benzo(a)pyrene at up to 2 ppb
Chrysene at up to 2 ppb

Metals including:
e Arsenic at up to 4.7 ppb
e Manganese at up to 319 ppb
e Cyanide at up to 11.4 ppb
e Total Phenols at up to 15 ppb

BBA000044

PERMITS (provide dates):
Erie Street Site:
NJPDES:

NJ0063746 — This emergency permit was issued in November 1986 authorizing the
discharge to ground water (“DGW?”) for an aquifer pump test. BBA0O00002

South Street Site:

No information is available at this time.
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NEXUS TO NEWARK BAY STUDY AREA (describe in detail; cite to supporting

documentation; date or time period of disposal; list CERCLA hazardous substances and volume, if
known):

Direct (e.g. pipe, outfall, spill):
Erie Street Site:
The Elizabeth River creates the southwest boundary of the Site. BBA000004

A 1990 EPA Site Inspection Report indicated that prior to 1950, ammonia liquor, a process
waste, was reportedly disposed of by mixing with cooling water and discharging to the
nearest waterway — the Elizabeth River, a tributary to the Arthur Kill within the Newark
Bay Study Area. No information is available at this time regarding the disposition of other
process wastes. BBA000004

The Elizabeth River, a waterway within the Newark Bay Estuary, has been impacted by
hazardous substances discharged from the Site. Site-related hazardous substances have
been detected in sediment samples from the Elizabeth River, within 1 mile of the Newark
Bay Study Area, as described above. BBA000004, BBA000016, BBA0O0O00O18

South Street Site:

The City of Elizabeth (the “City”) did not construct the Westerly Interceptor Sewer (the
“Westerly Interceptor”), to divert discharges to the Joint Meeting of Essex and Union
Counties (“JMEUC”) treatment plant, until 1906; therefore, all wastewaters from the Site
would have discharged directly to the Elizabeth River. BAA000061

Sanitary Sewer (provide name and location of Combined Sewer Outfall (“CSQO”); details
regarding CSO overflows and dates):

Erie Street Site:

Prior to 1957, wastewaters generated at the Site would have been discharged directly to the
Elizabeth River. In 1957, the City completed the construction of an Easterly Interceptor
Sewer (the “Easterly Interceptor”) to divert discharges to the JIMEUC treatment plant.
Based upon information obtained to date, it is not known for sure if the Site was ever
connected into the Easterly Interceptor. Wastewaters that continued to be discharged from
the Site to the City sewer system, which is a combined sewer system, were subject to
overflows during rainfall events. BAL000001, BBA000004

The City was issued NPDES Permit No. NJ0020648 by the USEPA on November 30, 1978
to discharge wastewaters from various combined CSOs to the Elizabeth River, Woodruff
Creek, the Arthur Kill, Newark Bay, and the Great Ditch. This permit was later combined
in 1992 with JIMEUC NJPDES Permit No. NJ0024741. BAB000135, BAJ0O00001,
BALO00005

The 1992 combined NJPDES permit for JMEUC and the City included CSO Number 035,
located south of the foot of Third Avenue in Elizabeth, as a “permitted” discharge to the
Elizabeth River. BAB000135, BAB000162, BAJ0O00001, BAL000003, BAL000005
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As aresult of NJIDEP’s development of a general permit for Combined Sewer Systems that
was consistent with the National CSO Control Policy, the City was issued Individual
Authorization No. NJ0108782, under the General Permit for Combined Sewer Systems
NJPDES No. NJ0105023. The permit had an effective date of February 29, 2000 and an
expiration date of February 28, 2005. BAG000002, BAJO00001

The Site is located within the City’s “Area SSW” sewer system tributary district, which is
connected to the Third Avenue CSO. Of Note, the CSOs that are located in this district are
within one mile or less of the Arthur Kill. BAL0O00001, BAL000003, BAL00000S5,
BAJO00001

3/27/2008
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The following annotated aerial photograph identifies the approximate location of the Site

within the “Area SSW” tributary district and of the Third Avenue CSO in Elizabeth, New
Jersey:
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Elizabethtown Gas Company- Erie Street Site
Including Area SSW Tributary District and Third Avenue Outfall
Elizabeth, Union County, New Jersey

Aerial photograph copyrighted 2006
Source: Google Earth (Europa Technologies/Navteg/State of New Jersey/Bluesky)

Annotated Site outline and location is an approximation

South Street Site:

Since Site operations were discontinued in 1901 and the Westerly Interceptor was not
constructed until 1906, wastewaters from the Site were never diverted to the JMEUC
treatment plant. All wastewaters from the Site were discharged directly to the Elizabeth
River through the City sewer system. BBA000016, BBA000032
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Storm Sewer:
Erie Street Site:

Although storm drains in the Site area discharge to the Elizabeth combined sewer system
and Site stormwater was reportedly filtered prior to discharge, another abandoned
stormwater drainage system was discovered in January 2007, which had directed, and
continued to direct, contaminated Site stormwater directly to the Elizabeth River via an
outfall from a swale. The stormwater swale runs north to south down the center of the Site
and includes catch basins that convey the water to the outfall. One of the catch basins was
shown to be connected to the river during the tidal survey originally reported in April 2001.
Site stormwater collected at an outfall to the swale in January 2007 was found to contain 8.1
ppm benzene. BBA000016, BBA000018

As of June 2007, it was unclear whether an interim remedial measure was implemented to
fully prevent this discharge, during both dry and wet weather, to the Elizabeth River.
Further, NJDEP expressed concern that the source of the benzene contamination had not
been addressed. BBA000021

South Street Site:

No information available at this time.
Runoff:

Erie Street Site:

Surface water runoff from the Site flows to the southwest toward the Elizabeth River.
BBA0O00004

Preliminary investigations by ETG have revealed extensive PAH contamination in the soil,
which also contains concentration levels of volatiles and metals (lead and arsenic) above
NIJDEP Residential and Non-Residential Direct Contact Soil Cleanup Criteria. BBA000019

Historic aerial photographs show drainage channels running southeast across the Site to the
Elizabeth River. BBA000003

South Street Site:

Following the 1978/1980 acquisition of a portion of Site property by the City for flood
control, Site areas adjacent to the Elizabeth River were converted to retention basins by the
Army Corps of Engineers. The retention basins are several feet lower in elevation than the
remainder of the Site, allowing Site runoff to the basins. Water gates in the flood control
embankments “allow surface water to drain from the site into the river during periods of low
tide...During high tides, a pump discharges runoff water into the river.” Storm sewers in
the area direct stormwater from the eastern portions of the Site and adjacent areas to the
retention basins. Site surface soil is contaminated as characterized above. BBA000044,
BBA000078
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Groundwater:
Erie Street Site:

Groundwater beneath the Erie Street Site is reported to most likely flow to the southwest
toward the Elizabeth River. BBA000004

There are three groundwater systems beneath the Site. The water table in the soil aquifer
zone (shallow overburden Zone A) adjacent to the southern Site boundary is 2.5 to 7.5
below ground surface, i.e. within the fill layer in the former marsh area. Groundwater flow
in the direction of the river is restricted by the flood control wall/embankment at the
northern end of the Site; however, the flow is channeled by the wall southward to the point
where the wall ends and the groundwater is discharged to the river. Shallow overburden
Zone A groundwater is contaminated as identified above. The shallow bedrock
groundwater, which is tidally influenced by the Elizabeth River, is also contaminated as
identified above. BBA000018

Preliminary investigations by ETG have revealed groundwater contamination with volatile
organics and metals, including cyanide, at concentrations above NJDEP Groundwater
Quality Standards. BBA000019
A February 2007 NJDEP memo notes that, due to lack of remedial action to remove product
and related contamination in subsurface soils and groundwater along the river, discharge is
“ongoing.” Site groundwater is contaminated as identified above. BBA000013,
BBA000017, BBA000018
South Street Site:
No information is available at this time.
POTENTIAL NEXUS TO NEWARK BAY STUDY AREA (describe in detail; cite to
supporting documentation; list CERCLA hazardous substances and volume, if known):
Direct (e.g. pipe, outfall, spill):
Erie Street Site:

Preliminary investigations by ETG have revealed potential impacts to the adjacent Elizabeth
River. BBA0O0O0OO19

A June 1990 Final Draft Site Inspection Report prepared for USEPA states:
“...groundwater is presumed to flow to, and be in direct hydraulic connection
with, the Elizabeth River. Wastes deposited on site are known to be in contact
with groundwater underlying the site. Therefore, there is a potential release of

contaminants to surface water through groundwater.”

BBA000004
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An abandoned Site drainage system was investigated in January 2007 due to continued
discharge to the Elizabeth River. The system consisted of a 24-inch sewer line side-by-side
with a 10-inch sewer line running down the center of the property from the original
manufacturing area to the Elizabeth River. The structure of the system may indicate
historical use as a process wastewater disposal system. BBA000016

Historic aerial photographs show drainage channels running southeast across the Site to the
Elizabeth River. BBA0O00003

South Street Site;
No additional information available at this time.

Sanitary Sewer (provide name and location of combined sewer outfall (“CSO”); details
regarding CSO overflows and dates):

Erie Street Site:

A 1990 EPA Site Inspection Report indicated that stormwater was discharged to the sanitary
sewer rather than directly to surface water (the Elizabeth River). It is not known when
stormwater began discharging to the sanitary sewer. A 1921 Elizabeth sewerage plan map
does not show any Site storm drains; it does show storm drains in Third Avenue along the
eastern side of the Site. A 1998 Sewer System Map of the City of Elizabeth shows the
sewer line in Third Avenue connected to CSO 035. Since storm drains in the area of the
Site discharge to the combined sewer system, stormwater from the Site could be discharged
to the Elizabeth River via the Third Avenue CSO during events of heavy flow as described
above. Although stormwater was reportedly “filtered” before leaving the Site, the potential
exists that it could contain dissolved (unfilterable) contaminants. BAL0000OS,
BBA000004, BBA000016, CAA000003

An old brick sewer line in Third Avenue is believed to intercept Site groundwater. Site
groundwater is contaminated as identified above. This combined sewer system discharges
via the Third Avenue CSO to the Elizabeth River, as described above, during events of
heavy stormwater flow. BBA000018

South Street Site:

No additional information is available at this time.

Storm Sewer (provide name and location of CSO; details regarding CSO overflows and
dates):

Erie Street Site:

Catch basins are located on the perimeter of the Site along Third Avenue and South ond
Street. The Third Avenue CSO is described above.

South Street Site:

No additional information is available at this time.
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Runoff:

Erie Street Site:

The Site is waterfront to the Elizabeth River. It is probable that runoff from the Site
containing hazardous substances reached the Elizabeth River, which is a tributary to the
Arthur Kill/Newark Bay. BBA00004

South Street Site:

The Site is waterfront to the Elizabeth River. It is probable that runoff from the Site
containing hazardous substances reached the Elizabeth River, which is a tributary to the
Arthur Kill/Newark Bay.

Groundwater:

Erie Street Site;

A June 1990 Final Draft Site Inspection Report prepared for USEPA reported:

“... poor quality tars and oils have been deposited in unlined pits on

site in the past...waste pits present a high potential for groundwater
contamination since contaminants could leach through soil to groundwater
...suspected contaminants include pyrene, anthracene, and other PAHs.”

BBA000004

South Street Site:

Although the Elizabeth River is now contained by a concrete flume, contaminated

groundwater may have directly discharged to the river prior to completion of the flume circa
1978-1980. BBA000044
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Lhapter Hine
Erie Street

most of the original buildings at Erie Street are
gone now. But the employees are especially proud of
the 1889 marker that symbolizes the long history of
gas men and women who worked at the plant and
were the backbone of the company since the very
beginning.

When the Elizabethtown Gas Light Company
purchased the Metropolitan Gas Light Company in
1892, the acquisition included the gas manufacturing
plant at Erie Street. Senator Hamilton Fish Kean
recalled the early days. “I can remember in the 1870s
when we breakfasted at seven o’clock in the morning
and my father then drove in a buggy first to the saw
mill and then to inspect the farm, and from there
down to the old gas works, and there at the little
house at the gate was a young man called Francis
Engel, who was then superintendent of the works,
and he would come out and stand by the buggy and
tell my father all the news of what the out-put the
night before had been, how much gas he made, and
any other gossip there was about the works.”

In those days coal was brought up the Elizabeth
River in barges and unloaded by a bucket. The coal
was stored in a shed which was opposite a bank of
retorts. The men used wheelbarrows to transport the
coal across the road to the retorts. These retorts

The dock at Erie Street on the
Elizabeth River where the
coal was unloaded, 1900.
(Courtesy of John Tieman)
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were made by the Gautiers in Jersey City. All the
shoveling was done by hand. The men, even in the
winter, wore old trousers, shoes and undershirts. [t
required some skill to be able to toss the coal and
spread it evenly over the bottom of a long retort,
The heat from the burning coal was so great that the
perspiration used to pour from the men as they
worked.

After the retort was charged the men shut it and
plastered handfuls of wet clay around the edges of
the door to get it as nearly airtight as possible. After
about eight hours the coal had been turned into
coke. The door was opened, a long iron bar with a
crosspiece on the end was thrust into the retort, the
burning coke was pulled out into a steel barrow, and
a man squirted water on it to cool it. It was then
taken out and dumped in the coke pile.

Nearly everything around the works was hard
hand labor. The men had to be well muscled and
tough to stand it. In those days the tar left behind
after the coal had been reduced to coke had to be
pumped out by hand. Later, steam was used to
pump the tar out.

The original process described above used soft
coal to produce “coal gas.” By about 1915, the
process was changed and carbureted water gas was
produced by converting coal, coke, steam and oil at
temperatures ranging from thirteen hundred to two
thousand degrees Fahrenheit. The gas was produced
by spraying the hot coals with steam and oil. Huge
air-blowers fanned the fires to the temperature
required. Once the gas reached thirteen hundred
degrees, pressure from the boilers forced it through a
pipe into a saltwater condenser. In the condenser the
gas was cooled, cleaned with a spray, pumped and
then purified in a sulphur eliminating process before
being stored in the gas holders. According to Bill
Stansbury, who worked at Erie Street, “People used
to bring their children down to the plant to inhale




the_ sulphur because it was believed that it helped to
relieve the whooping cough. Later on, they realized
1t was just an old wive’s tale.”

The pumps used in the process were of two types,
exhausters and boosters. According to a 1934 Pilot
Llg'ht, exhausters were operated by two impellers
which rotated in opposite directions, causing a
suction on one side and a pressure on the other.
Pressure created by exhausters could range up to ten
bounds above air pressure. The exhausters were used
for transferring gas from the relief holder through
the condensers, scrubbers and purifiers and finally
Into the storage holder, from which the gas went out
Into the distribution mains. The exhausters sucked
the gas in and discharged it through the purifying
dpparatus at a pressure of about one pound per
Square inch.

Boosters were the familiar piston-type pumps,
Which could withstand pressures up to two thousand
Pounds. The booster pumps, used to maintain

————

‘;
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The retort in the gas house. Coal was loaded into the furnaces to
create carbureted water gas, 1930s.




The gas was stored in this tank
before going into the purifying
box. Pressure would build up
inside of the tank and often the
top would blow off. According to
Bill Stansbury, “We would have
to climb up to the top and use big
hooks to pull the spout down out
of the exhaust pipe.”

pressure in the mains, carried a pressure of fifteen
pounds per square inch. They were capable of
producing a pressure of thirty-five pounds per
square inch, but attaining the limit of pressure was
not necessary.

During this period barge loads of coal were*
brought up the Elizabeth River and hoisted high
above the bunkers which were used to store the coal.
The coal was then released into the fires, one carload
every twenty minutes. As much as fifty thousand
tons of coal were piled at one time in the yard
anticipating peak days, or the possibility of a
problem with deliveries. The barges came up the
Elizabeth River until 1927, when the river was
relocated in anticipation of the New Jersey
Turnpike. After that time the railroad delivered
twenty carloads of coal a day. About eighty
thousand tons of coal were used each year.

In 1946, there were forty-two hundred tons of coal
piled in the yard, which was considered sufficient for
only thirty days. There was a coal shortage at the
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time, and John J. Crilly, the superintendent, started
to conserve the supply. Emlen Roosevelt, a member
of the board, later remembered that John Crilly
stored away so much coal that the company did not
have to buy any for the last three months before the
conversion in 1950.

The gas was quite toxic. Joe Millhiser, Sr., who
worked for the street department for forty-three
years, had a close call with it. The story was told by
Frank Engel: “Gas masks had been developed during
the war but were still completely new to our
industry. Our company was endeavoring to teach the
men to wear masks while working on leaks but they
were more terrified of the masks than they were of
the live gas. Therefore, the men were working
without the masks and dropping like flies when they
were overcome by the gas. Joe volunteered to be the
guinea pig, donning a mask, fixing a major leak and
walking off the jobin perfect health. The men wore
the masks without a complaint from that day on.




oo w

Aerial view of the Erie Street plant, June 1948.

“Shortly after this incident, Joe arrived at the
Scene of an emergency and in his excitement, forgot
{0 put on his mask. A few minutes later he tried to
Yell instructions to a member of the crew and ended
Up face down in a puddle. Joe was taken to the

Ospital and by the time he was revived all his
Clothes had been removed. The story becomes a little
Confused at this point. Some say Joe chased the
lurses all over the hospital, while others say the
imlrses chgsed Joe. In any event he finally ended up
14 straitjacket until the effects of the gas wore off.”

T

The Erie Street yard in 1947 showing the foundation of the
engine room. Notice the pile of coal at the left of the photo.

Originally there were nine buildings on the
property at Erie Street: the warehouse, the main
office building, the engine room, the carpenter shop,
the boiler room, the pump house, the generator
house, the pipe shop and a building which contained
a welding, machine, and blacksmith shop as well as a
garage.

In 1976, most of the old buildings were
demolished. Neil Schurig, manager of measurement
and regulation, was part of the team that oversaw




THE GAS HOUSE CRILLYS

~ The Crilly family has been synonymous with
the gas company since its early years. The first
member of the family to work for the company
was Roger Crilly, who was superintendent of the
Third Avenue plant for forty-five years. Three of
his seven children were employed by the gas
company, including his eldest, John J., who
worked as his assistant for twenty-four years. He
also had a brother, James Crilly, who was a
watchman at the Erie Street works.

Roger Crilly worked for the company eight
hours a day, seven days a week. During his forty-
five years of employment, he only missed a few
weeks of work. When asked what he felt about his
-job.he replied, “Work never hurt-anyone-nor-—

——-—prevented-a-person-from increasing-his -z

knowledge.”

Roger Crilly was born in Newcastle, England
in 1863 and started work at the age of eleven in
the Burnet Chemical Company after only a few
years of schooling. In 1886 he came to this

- country, where his first job was with Brown’s
Machine Shop on Third Street in Elizabeth. Soon
after, he was hired as an engineer in the brickyard.
It was there that he noticed some construction
taking place on the adjacent farm, owned by the

- E. G. Brown estate. Mr. Crilly went to investigate

and found that a new company, the Metropolitan

Gas Light Company, was building a gas plant.

That day, Roger was hired as an engineer to help

in the construction of the new building.

After three years, the Metropolitan Gas nght
Company was acquired by the Elizabethtown Gas
Light Company. At the time of purchase, there
were only two small holders at the plant, one for

“crude gas and one for commercial gas, with a total
capacity of 340,000 cubic feet. By the end of
Roger Crilly’s career, the plant had grown to be
one of the most modern in the United States, with
an annual production of 500 million cubic feet.

Roger Crilly was known as one of the most
respected gas engineers in the country. It was said
that experts would often ask his advice. Roger
attended gas manufacturer’s conventions to
discuss his inventions, which had improved the
production of illuminating gas. He conducted
experiments which led to the process which
separates water from tar.

Roger Crilly always rejected the idea of retiring,
claiming that he could not stand quitting when he
was blessed with good health. He was on the job

R

Francis Engel (Zeft) and Roger Crilly (right) at the opemng of
the new H.P. Boiler House at Erie Street, 1931."

every day, including Sundays and holidays. Some
say he was as content working as he was sitting at
home in an easy chair reading technical
engineering books. He died of pneumonia at the
age of seventy-one on February 8§, 1935.

Roger’s son, John J. Crilly, began work with
the company as an automobile cleaner in 1910. He

John J. Crilly at fifteen in one of the company’s ﬁrst
automobiles.




held numerous positions in the manufacturing John Crilly had two sons who worked for the
| plant before he was promoted to superintendent company. James A. Crilly was promoted to
i of gas production in 1935. In June of 1959, he superintendent, gas production and supply, in
! became assistant vice-president, operations, and November of 1960. The same position had been
¢ was elected president of the social and athletic held by his father for twenty-five years and his
association that had been begun by the company grandfather for forty-three years.
" in 1933. . ' Jim, who started with the company in 1945,
Following in his father’s footsteps, John Crilly held several positions at the plant which gave h1m :
* became an expert in his field. He was educated in an excellent background in the operations of the
Elizabeth schools and attended Union Business facility. He was responsible for adapting the
College and later studied engineering. He held installation of a remote-control system using high-
| licenses as a steam engmeer and as a profess1onal frequency radio waves to monitor pressure, .
: engmeer : o temperature and other data at five metering
In 1939 a new $80,000 coal conveyor was ~ points. The company’s old telemetering system
. installed at Erie Street. The conveyor, designed had been handled by thirty-four.telephone wires.
. and built to John’s specifications, was made of - The new setup only used a total of nineteen wires.

steel and concrete. It was installed to move

~ seventy tons of coke an hour from the railroad
cars to the generators. The maximum capacity of -
the old conveyors had only been thirty-three tons.

In 1941 John was also IHVO]VP(] 1anr-\ rlpmrm of-

_anew $250,000. enel;almgyla.ni aLEme_St.ree s B
The addition was expected to boost gas
production from 13 5 million to 28.5 million cubic

feet. :

John was also actlve in local pohtlcs In 1950 he
was nominated for a seat on the board of _
freeholders. He was appointed to the board of
adjustment in 1938 at the recommendation of the
mayor, Joseph A. Brophy, and was renamed tw1ce
under the next mayor, James T. Kirk.

“Joe Crilly, Sr. at the controls of the Total Energy system. E

John Crilly retired from the company in 1961 ~ John’s other son, Joseph P. Crilly, first began
l after fifty-one years. He passed away in : working at Erie Street during summer vacations
. Hollywood, Florida, on January 7, 1972. . " while he was still in high school. But it wasnt
John’s brother, Roger Crilly, retired in 1966. . until after active service in the merchant marine
' after working for the company as division .. that Joe joined the company as a ‘fVOTkS ut1h¢y
| superintendent of Westficld for forty-three-and- a- man in 1946. Joe inherited from his father a -
] half years. =~ -~ : S knack for working with pumps and boilers, and

after receiving his stationary engineer’s license, he
‘was promoted to foreman of the boiler house. In
1959, he became assistant superintendent of shop
maintenance, with duties including maintenance
and repair work at Erie Street, as well as
operation of the steam plant. When the new
corporate headquarters building was constructed
in 1966, Joe was promoted to manager of the
Total Energy plant. He operated and maintained
this unique system, which employed jet engines
driven by natural gas to produce electricity and
steam. Joe retired in 1986. His son, Joseph, Jr.,
works in the street department in Woodbridge as
a crew manager.

John J. Crilly (left) listens while William Potter (right) points This year of 1989 marks the hundredth year of
out the different conversion districts. service by the Crilly family to the company.
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the demolition of the pipe shop. “Little did we know
that Connie Walp, an employee of the gas company,
had stored an old Model-T Ford on the second
floor. There was so much junk up there you couldn’t
see the car. Well, they brought the crane in to start
the demolition. Stewart Kean drove in just as the
crane pulled the wreckage out of the building.
Needless to say, he was pretty upset.”

The old pump house—the building where the gas
was pressurized before being released into the
system—was knocked down, and a new one was
built in its place. Elizabethtown insulated the new
pipes so that the system runs smoothly and quietly.
The new pump house is also constructed so that if
there is an explosion the building will fall apart like
a house of cards to prevent damage to the
surrounding community. Other safety factors include
electric eyes located around the plant wh1ch detect

AR
The regulators or “governors” as they were called, which
maintained the pressure in the pipes.

In the old pump house the men would put weights
on the regulators to maintain pressure in the pipes
when the weather was especially cold. If they ran out
of lead weights they would improvise. Harry Damm
used to come in early in the morning and throw a
brick on the gauge so that the line to the Singer
plant would stay consistent. At the end of the day he
would come back and remove the brick. Barney
Walp, assistant superintendent, had a secret store of
lead plates, bricks and metal pipes hidden away in
case an adjustment was necessary.

In 1941 a new generating plant was built, housing
three twelve-foot generators that each had at least 5
million cubic feet of capacity. These new generators
were built above ground level so that the ashes

on

would not have to be handled twice in removal. The
plant also included a heavy-duty elevator system to
be used in case of emergency or equipment failure tq
lift trucks to the operations floor for dumping into
the generators.

The workers at the gas house, as Erie Street was
affectionately known, used to name the engines and
pumps. Nicknames such as Green Hornet, Black
Beauty, Jersey Special, Frog Hollow and Mocking
Bird were some of the favorites. The compressors
were named for special employees with up to fifty
years of service. The five Ingersoll-Rand
compressors had brass plaques with the names
“Bobbie Burns,” “Andy O’Rourke,” “Michael
Redman,” “Roger Crilly” and “Conrad Walp.”
“Connie” Walp, Barney’s father, started employment
with the company as a pipe fitter and was promoted
to assistant superrntendent under J ohn Cr111y on

; superlntendent of gas production, in charge of much

of the equipment he had helped to install.

In 1936 there were 105 workers employed at Erie
Street. The work was exhausting and the men at Erie
Street put in many hours of manual labor. Joe
Millhiser, Sr., recalled the winter of 1933-34: “Due
to severe frost and cold, the office force did not go
home nights, but slept in the building because of the
repeated calls to repair broken mains and services.
Howard Hickey and I were sleeping next to each
other and when I woke up the next morning, both
Howard and the cot he had been sleeping on were
gone. I found out later that my snoring had driven

"’

him away!

In 1980, bitterly cold weather would again force
the men of Erie Street to spend the night at the plant
in what has become known as “Christmas at the Gas
House.” The supply was low, and Frank Bahniuk,
who was vice-president of operations and
engineering, remembers calling in several employees
to decide which part of the system should be shut
down. “At the time the peak-shaving propane air
plant was being updated and was not ready to be put
on-line. We had already shut off service to our
interruptible customers. The weathermen were
predicting twenty degree weather, but overnight the
temperature kept dropping. We were prepared for
cold temperatures but not for five- degree weather,
and there was simply not enough gas in the system. I
was calling everyone I knew trying to locate extra
supplies. Finally I remembered that a friend of mine
who had been in my wedding party worked at Con
Edison. He managed to get fifteen million cubic feet
from their LNG plant.” Jack MacNaughton was oné
of the volunteers to come out on Christmas day. AS
he remembers, “By the time we all got home there
wasn’t any meat left on the turkey!”




Gas has not been regularly manufactured at the
Erie Street plant since March 1951, shortly before
{he conversion to natural gas was completed. The
gas generators were shut down and the whining
turbine blowers were silenced. Several old-timers
watched wistfully as the last batch of carbureted
water gas was manufactured after sixty-two years of
operation. The last pump, “Roger Crilly,” was
turned off as his son, John J. Crilly, stood by.

The equipment was converted to produce from
coal a gas that equaled the heating value of natural
gas, but the system was only used during peak
seasons when the demand was very high. Because of
the high number of BTUs the storage capacity was
double what it had been.

The function of Erie Street changed after the days
of manufacturing were over. The control room,
where the output of gas was monitored, became the
most important function of the plant. In 1952 a new
control system was installed. It had taken two years

HENRY ROHRS

manual controls were included to assure adequate
and continuing supplies. A control board with
pressure meters, signal lights and other apparatus
could report at a glance the condition of operations
at any point in the distribution lines. There were
gauges to indicate steam pressure from the engine
room as well as boiler feed pressure. In addition,
“calorimeters” recorded the heat content of the gas,
and new instruments recorded wind pressure and

Henry Rohrs as executive vice-president
"of the company in 1959." o

“Henry Rohrs graduated from Lehigh University
in 1930 with a degree in business administration.
He began employment with the company asa -
house-heat salesman one month after graduation.
Two of his classmates and fraternity mates were
Townley and Larry Potter, William Potter’s sons.
When Henry started with the company he lived -
with the Potter family for a few years. He
advanced to house-heat engineer and in 1947

- became assistant to the vice-president. In 1949 he
became treasurer, than vice-president and
treasurer. Mr. Rohrs was quite active in the
negotiations with the Federal Power Commission
during the conversion to natural gas.

In 1959 he was promoted to executive vice-
president and was elected to serve as a director on
the board of Elizabethtown Gas in 1963. He
directed day-to-day activities at the company and
negotiated all gas purchase contracts. This
responsibility required long-range planning and
detailed studies of gas consumption because
contracts were for a minimum period of twenty
years. He retired in 1973 after forty-three years of
service.

The gas levers used in the manufacturing process which
regulated the flow of gas.
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Employees of the gas company gathered at Erie Street to name one of the compressors for Bobbie Burns. Front row from left to right;
Henry Crane, Bobbie Burns, Connie Walp, John J. Crilly, Roger Crilly, Francis Engel, Captain John Kean and William Potter, 1945.

The compressor named after Roger
Crilly, just prior to the demolition
in 1976. The brass plaques were
removed and have been saved.
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yelocity. Bell alarms would go off if the pressure was
too high or too low, and lights on the panel would
jocate the trouble for the operator.

There were 124 employees at the plant in 1951.
Not one was laid off due to the introduction of
natural gas. Some retired, but many were transferred
to other divisions, including the new gate stations

- yhere the natural gas was introduced into the lines.

At a party of the Society of Gas Lighting in 1956,
asong called “The Gas Lighter’s Lament” was
composed.

This old industry is changing, many things have
come 10 pass.

Since those pipelines came from Texas, full of

° clean pure natural gas.

Once we struggled with gum troubles, even argued

L bout which phase.

Now we simply read the meter, these are surely
different days.

HARRY AND SOPHIE DAMM

It was no wonder that Harry Damm came to
work for the gas company. As a child, he would
often look out of his bedroom window and watch
all the activity at the Erie Street plant. Trained as
a chief machinist’s mate in the navy, Harry began
his career with the gas company in 1946 as an
oiler. “I planned to go back in the navy, but I just
loved working with our little ‘United Nations’ at
the gas plant and I never left. We worked fourteen
or fifteen hours a day, sometimes weekends and
holidays, but there was such great camaraderie.
Can you imagine, the neighbors even sent over
plates of food to the boys at ‘the Gas House on
holidays.”

When Harry started with the company,
dispatching fifteen million cubic feet of gas in
twenty-four-hours.was considered a big day.. By .

(i B FIR )
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This Society was founded back in eighteen

~ seventy-five.

And of all the charter members there is not one
now alive.

If they knew how things are going, how us poor

- gas men behave.

They would shed a single silent tear, then turn

i over in their grave.

CHORUS

Ain’t a-gonna need gas men no longer, ain’t a-
gonna need us guys no more.

- Ain’t got jobs for gas house foremen, don’t need
men to sweep the floor.

Don’t need men to run the gas sets, or to see the
holder fills.

Ain’t a-gonna need no men no longer, Univac will
post the bills.

In 1955, John J. Crilly was quoted as saying,
“Those who made gas used to take a special pride in
having it just so, so it would burn with just the right
type of blue flame.”

19The last year in which gas was manufactured was
66.

During the energy crisis, when natural gas was
Scarce, the company invested in several alternate fuel
Sources. In 1974 it installed a propane air plant,
Which mixes air and propane to produce a gas
Combustible with natural gas. The project was
Completed in two steps. First, ten 60,000-gallon
tanks were placed on concrete holders. These tanks
Could be filled to 85 percent of capacity, or 51,000
8allons of propane. To keep the propane at the

1965 the amount of processed gas had incrcascd

to 96 million cubic feet on a cold day, and by the
time he retired 269 million cubic feet was sent out
on a peak day.

- Harry worked shifts at Erie Street for twenty-
one years. During that period he was moved on to
steam engineer and finally in 1951, to gas
dispatching engineer. His supervisor told him to
settle down and get married, so he did. He
proposed to the former Sophie Ogozalek, who

also worked at Erie Street as a gas production
clerk. Because Harry worked shifts, courtship was
rather difficult. Their first date was on Columbus
Day when they drove to Pennsylvania to see the
leaves change. They were married on May 1, 1965.

Sophie ran a one-woman show at Erie Street as
senior operations clerk. The Damms had sixty- .
two years of combined service to the company.

Jack Sharp, general manager of Erie Street said
of Harry and Sophie, “They are the epitome of
company dedication, always with an easygoing
nature and a sense of humor.”

appropriate temperature the ends of the tanks were
of five-and-a-half-inch solid steel and the sides were
three-quarter-inch steel.

Second, the company installed storage space for
ten railroad tank cars, each with a 30,000-gallon
capacity. The new source allowed for an effective
natural gas output of 26 million cubic feet of gas for
customers for a total of three days.
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On August 4, 1950, one of the compressors was named for Conrad Walp. Present for the ceremony were, left to right, Henry Crane, Bi.ll
Aiken, Miss C. Roderick, Barney Walp, Jim Crilly, John J. Crilly, William Potter, Charlie Downey, Connie Walp, Howard Hickey, Viola

Gibson, and Bob Kean, Jr.

THE GAS HOLDERS

The holders at the Erie Street site were originally
constructed to store manufactured gas. In 1923 the
company built a holder with a capacity of 3 million
cubic feet. Two other tanks had been built earlier,
one with a capacity of 1 million cubic feet and the
other with a capacity of 340,000 cubic feet. The
Number 6 holder, built in 1924, could hold 5 million
cubic feet. Number 7 went up in 1929, with a
capacity of 6 million cubic feet.

In 1947 construction began on Number 8. Built to
hold 10 million cubic feet of gas, it was the largest
gas holder in the world.

In the winter when the holders became covered
with snow, fifteen to twenty men with two-by-fours
would clear the snow off the tops so that the weight
would not collapse the holders.

One day in 1948 the men were cleaning the snow
off the top of Number 8. In those days there was a
top rail but not a bottom rail, and the men worked
without any safety lines. Roger “Wick” Crilly lost his
balance and slid off the side, grasping the rail at the
last moment. Joe Crilly, Sr., tells the outcome of the
story. “Roger had the best locker and the men used

ior to the demolition.

The boiler room Jjust pr




to tease him about it. They say that when Roger was
hanging onto the side of Number 8 my brother, Jim,
asked if he could have his locker key!”

Great care also had to be exercised to prevent ice
from forming in the cups and tanks of the holders.
Steam siphons or pushers kept the water used for
insulation constantly circulating. During a
particularly cold winter one side of the holder kept
freezing, and Roger Crilly, Joe, Sr.’s uncle, designed
a new siphon, using a burner cock and a mixing
chamber from a tank water heater. The new siphon
worked on the same principle as the burner on a
water heater. The water was drawn into the tube and
then forced out at a greater speed. The new siphon
remedied the problem and all of the old siphons
were eventually replaced.

Neil Schurig tells how all new engineering cadets
were indoctrinated into the company by being taken
to the top of Number 8. Barney Walp accompanied
Neil on his long trip up in the elevator. “The elevator
was in need of a new clutch and a brake,” recalls

. Neil. “We stopped short of the top by aboul [ive feet

and had to climb out onto the top of the holder.
Barney said “Well, do you want to take the elevator
down or shall we walk?’ T glanced over the side at
the forty-foot drop and said ‘Thanks. I'll crawl
down.””

;Velding the last inch of Number 8, August 17, 1948. Kneeling,
ohn J. Crilly. Standing from left, George “Sharpy” Kleman,
lewart Kean and Captain John Kean.

——

—
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The foundation of Numbe 8, May 6, 1947.

Barney liked to play practical jokes. Apparently
he used to lead the young cadets around the Erie
Street site with a divining rod made of welding rods,
which he claimed would locate buried pipe. The
divining rod would part, the men would dig, and to
the amazement of the cadets, they would find a pipe.
Barney would then turn the divining rod over Lo the
bewildered cadets, and they would set off around the
site. For some reason, the contraption would lose its
miraculous power. The cadets didn’t realize that
Barney knew the location of every pipe in the yard
and that he could make the rods part at will.

There have been all sorts of stories about
objects—including a boat—{floating in the holders,
but none have been confirmed. One of the holders
was converted to hold water to be used as part of the
fire protection system at the plant. Joe Crilly
remembers swimming in the holder. The men had
cut a hole in the side to inspect the inside of the
tank. They managed to put a rubber raft through the
opening. “Some of the guys just fell off the raft. But
we were careful not to venture too far from the
opening because it was pretty dark.”

In 1982 Elizabethtown commissioned a
professional diver to go inside Number 6, which held
about 6 million gallons of water. The pressure was
not at maximum capacity because something was
restricting the flow, so the diver was sent in to take
part of the lifts out. He was rigged with a camera
when he dived in. The anxious onlookers watched
the screen, waiting for “Jaws” to appear. But the
inside of the holder was surprisingly clean, except
for silt at the bottom. Everyone was disappointed to
find the tank empty, with the exception of the diver.

Neil remembers when Number 8 was cleaned out.
“It took about forty men to shovel out the muck that
had collected in the bottom. They cut a hole in the
top of the holder and then in the side so they could
pass out the buckets.”

On Easter Sunday, 1970, Harry Damm was called
out of church with a report that an airplane had hit
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Number 8 as it appeaﬁ;d in t'};e bulletin of the Né
Association, 1948.

The Erie Street yard in 1974.
(Courtesy of Jack Sharp)
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one of the tanks. When he arrived at the yard he
found that the airplane had just missed the holders
and had pulled several power lines down. Stewart
Kean arrived and insisted on getting up on the
holders to make sure there wasn’t any damage. As
Harry recalls, “It was a rainy night and Stewart had
trouble getting down. When he finally arrived at the
bottom, he said, referring to the men who clean the
top, ‘Those guys deserve every penny they get!””

By 1988 only three holders remained and they
were emptied because it was no longer cost-effective
to maintain them. Even during peaking periods, it is
cheaper to convert the more expensive propane and
LNG into natural gas than to keep the three holders
functioning. It took twenty men to paint the outside
of a holder. In the 1950s, Elizabethtown was under
contract to buy a certain amount of gas from
Transco. If all the gas was not used, the holders
stored the excess gas and when they were full they
could supply customers with gas for days. Today,
bccause of the increased use of gas for heating and
industrial uses, the total capacity of the three holders

would only supply consumers for an hour-and-a-
half.

In 1971 the control room was replaced by a new
dispatching center. Pete Kassak was on hand for the
grand opening. “The dispatching center uses modern
computer methodology to scan the output factors at
all of our important transfer points every fifteen
seconds and makes this information available on a
continuous basis, thus eliminating much tedious,
time-consuming work.”
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The original control panel which monitored the manufacturing
of gas at the Erie Street plant.

The dispatching center computes and logs the
quantity of gas sent out to the consumers and
controls the entire distribution system for the
territories throughout the state. The gas is sent to
fifteen gate stations that measure it and reduce
pressure for further distribution. This information is
fed back to the center, where the progress is
monitored. Originally the information was recorded
at each panel and an employee walked around to
each section to make sight readings. Now the
computers scan all parameters every fifteen seconds
and store the information. As of 1989 the computers
have been upgraded three times.

The busiest times at Erie Street today are during
t_he peaking days. As stated earlier, propane and
liquid natural gas (LNG) are kept on the site in case
additional gas is needed during cold winter days. Air
and a percentage of natural gas are added to the
propane before it is ready for distribution. Natural
gas is converted to its liquid form by bringing its
temperature down to -259 degrees. Once vaporized,
O?e cubic foot of this liquid is equal to 618 cubic feet
OI gas.

The Elizabeth tank holds a capacity of forty-five
thousand barrels of LNG, or the equivalent of 150
million cubic feet of gas. Three gas-fired vaporizers
transfer heat to a water bath, which vaporizes the
liquid natural gas. As much as thirty-two thousand
Cubic feet of gas can be vaporized in an hour and
€an provide a maximum of 30 million cubic feet of
§as a day for the system.

A great deal has changed since the days of
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Once the company converted to natural gas the control room
became the center of Erie Street. Harry Damm and John
Brennan monitor the flow of gas to the gate stations.

The LNG holdr and tans aErze Street.

manufacturing gas. “It was a dusty, dirty place with
tar all over the place,” said Joe Crilly. But in 1986,
when he retired after forty years, “the work was a
piece of cake. Not that there isn’t still pressure, but
the manual labor is gone.” The Crillys left their
mark on Erie Street when Jim sealed a time capsule,
containing items from 1957 collected by John J.,
into the rafters of Number 7.

But the tradition continues. Harry Damm
remembers a ride he took in the elevator with
chairman of the board, John Kean. “He asked me
how things were at the gas house,” Harry recalls. “I
said, ‘I'm glad to hear you call it the gas house,
because everyone else refers to it as the gas control
center.” John Kean replied, ‘My mother and I will
always call it the gas house.””




Jack Sharp explains to a group of
school children how the energy-
saving water heaters at Erie
Street work.

But the end of the shortage was not yet in sight. strain on the entire pipeline system. The cold was so
Unfortunately, the winter of 1976-1977 proved to be severe in New Orleans and in parts of Texas that the
the coldest in sixty years. It was a difficult time for valves froze on some of the wells because they were
the company but it created a team spirit that would not frost-free like the ones we have in the north.

serve it well in the future. Elizabethtown Gas had
anticipated the shortage and had backup fuel
available. Other gas utilities in the state were not as
well-prepared and despite its farsightedness,
Elizabethtown found its pipeline deliveries being
diverted to make emergency gas available to the
other distribution systems.

“A number of utilities had made no provisions for
such a cold winter. New Jersey Natural Gas and
South Jersey Gas had insufficient peaking facilities
available, so Elizabethtown and Public Service were
called upon to help them out with the production
from the synthetic natural gas plant.”

By the end of January, 1977, Governor Byrne used
his emergency powers to place restrictions on all gas
users in the state and ordered severe curtailments of
industrial plants for one week.

Duncan Ellsworth, executive vice-president of
Elizabethtown, remembers the problems that cold
weather brought. “One of the things that people did
not realize was that the capacity of the pipelines is

. “I remember the day we went down to Trenton to

greatly affected by how far south the cold air travels. . »
If the cold air comes out of the arctic and hits meet WIﬂ}‘ Governor Byrne, Dungan Ellswortllll
Washington, D.C., but Atlanta is sixty-five degrees, "ecaued- It was free;mg Co.l(.i outside ar.ld all the
then you don’t have a problem in the northeast. All presidents of the vanous u,t111ty COMPpAnIes Were
of the gas supply for New England and the present. By; ne ,f‘,ald’ ‘Who S got gas and can help us
metropolitan area was coming from southern states, out of th1s.]am. Pub.1 16 Serv_lce agreed to turn (1)‘n
like Texas, Oklahoma and Louisiana. None of it was their old oil-gas sets In Harrison and their pipelne
backfeedir;g from Canada and the no'rth gas was made available for New Jersey Natural Gas.

“But the winter of 576_a77, the cold Spe]l moved “Of COUI'S‘C, New J.ersey Nat}lral got the bill for
down the eastern seaboard and put a tremendous manufacturing the oil-gas, which turned out to be a1

RS
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“contrast to $4.50 for SNG. Under the circumstances
“'no one cared what it cost as long as customers could
‘be supplied with gas.”

. In addition, the utility companies made a

~.desperate plea to consumers to cut back on fuel use.

.. These pleas had an immediate impact. The highest

.-send-out in January was 190 MMcf, but after

- repeated news media warnings, usage dropped to 160
. “MMcf and when the industrial cutback was added,

.- use dropped to 125 MMcf a day.

' THE END IN SIGHT

L Nineteen seventy-eight did not bring much relief
__'_vfr.om the shortages and financially it was a

* ‘disappointing year. Although sales reached record
"-_vlevels, earnings did not keep pace. Taxes and the 28
.- bercent increase of the price of natural gas forced

i Eh_ngethtown to file with the Board of Public

L Utilities for a $16.6 million adjustment in rates, with
- $6.1 million as an immediate interim increase.

' Meanwhile, NUT was beginning to expand its
- Oberations. Two new subsidiaries, Lenape Resources
~*and National Enerdrill were added in 1978. Lenape
: ResourceS, headed by Cal Carver, was an
- xploration company formed primarily to
. Concentrate on drilling 150,000 acres the company
had Upfier lease in New York State. The results were
‘P_TO_rnlsmg, with ten wells producing an output of 1
'tll.hOn cubic feet of gas reserves. The finding cost of
118 gas was considerably less than the reserves
. 15Covered by National Exploration, which was in
- 4ebt for the third year running.
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| The employees at Erie Street i
| in May, 1977. !

The manufacturing plant at Erie Street was demolis

el

hed in 1976,

The other subsidiary, National Enerdrill
Corporation, was established to own a 50 percent
interest in an offshore drilling rig through a joint
venture with Noble Drilling Company. The vessel
was built by Bethlehem Steel Company and was
leased to various oil companies for exploration work
on the Gulf Coast. It was a first-of-its-kind
prototype and was continuously leased to a major
exploration company from the time it was
commissioned in 1978 up until the oil crisis of the
"80s.
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NEW JERSEY
DEPARTMENT OF ENVIRONMENTAIL PROTECTION AND ENERGY
CN=-029
TRENTON, NEW JERSEY 08625

FACT SHEET

FOR NJPDES PERMIT TO DISCHARGE
- INTO THE WATERS OF THE STATE OF NEW JERSEY

NAMES AND ADDRESSES:

NJPDES -APPLICATION NO: NJD0024741
NAME AND ADDRESS OF APPLICANT:

Joint Meeting of Essex and Union Counties
500 South First Street
Elizabeth, New Jersey 07202

City of Elizabeth
50 Winfield Scott Plaza
Elizabeth, New Jersey 07201

NAME AND ADDRESS OF FACILITY:

Joint Meeting Sewage Treatment Plant
500 South First Street
Elizabeth, New Jersey (07202

Please refer to Table III-CSO-1 for the locations and other
related information regarding the Combined Sewer Overflow

discharge points (CSOs}).

Joint Meeting of Essex and Union Counties (Joint Meeting)
currently discharges into the designated receiving waters under

‘NJPDES Permit No. NJ0024741. The City of Elizgbeth—pzeviously
discharged from the CS0s under NJPDES Permit No¢ NJ0020684 >

or 3056%¢
APPLICABLE STATUTES AND REGULATIONS

The applicable statutes and regulations related to (1) water
guality based effluent limitations, (2) required data collection
{3) anti-backsliding requirements, and {4) anti-degradation

reguirements include:

Section 101 of the Federal Clean Water Act prohibits the
discharge of toxic pollutants in toxic amounts. The National
Policy on toxicity related parameters {Federal Register, dated
March 3, 1984) states that toxics control should be achieved
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through a combination of chemical specific and whole effluent
limitations.

Section 301 of the Federal Clean Water Act reguires that
discharges from POTWs discharge in conformance with the more
stringent of secondary treatment or water guality based effluent
limitations. In the case of the Joint Meeting Sewage Treatment
Plant, the more stringent limitations consist of a combination
of secondary treatment, water quality based effluent limitations
- and performance based effluent limitations. Section 301 also
specifically requires that ammonia-N be addressed in all
permits. Please refer to Section IV of this Fact Sheet, entitled
"Development of Effluent Limitations" for a more complete
description of the basis for the effluent limitations. Fedgral
regulations at 40 CFR Part 122.44 require that appropriate
effluent limitations be developed for all conventional,
non-conventional, and toxic pollutants which cause, have
reasonable potential to cause, or contribute to any exceedance
or potential exceedance of any applicable water guality criteria
or standard. Federal regulations at 40 CFR Part 130.7 reqguire
the State to utilize Total Maximum Daily Loads (TMDLs) and Waste
Load Allocations (WLAs) in setting water guality based effluent

limitations.

Section 303 of the Federal Clean Water Act establishes
requirements for water guality standards, including "the
definitions of those waterbodies that are attaining water
quality standards and requirements related to water quality
based effluent limitations. Section 303 (d) contains
requirements related to antibacksliding and antidegradation for
water quality based. effluent limitations. The requirements
related to anti-degradation are detailed at 40 CFR Part 131.12.
The State policies concerning the implementation of
antidegradation requirements is at N.J.A.C. 7:9~4.5(4).
N.J.A.C. 7:14A-3.13(a)l2 requires that effluent limitations at
least as stringent as those in the previous permit be included
in a reissued permit. In accordance with N.J.A.C, 7:15-3.4(i)
effluent limitations established as NJPDES permit conditions are
considered to be a part of the water quality management plan.

Section 304 (1) requires that —-effluent limitations for
dischargers identified on the "short list” be developed for all
parameters and that compliance .with those final limitations be
achieved within three (3) years, but no later than June 4, 1992.

However, the United States Environmental Protection Agency
(USEPA) has determined that this date may be extended for a
period not to exceed three (3) years from the effective date of
the final permit issued by the permitting agency containing the
Individual Control Strategy (ICS) incorporated as final effluent
limitations. For this facility the effective date of the final
permit is anticipated to be no later than March 15, 1983,
Therefore, the final compliance date has been estimated to be no
later than March 15, 198%6. The actual effective date of the
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within a range of quality that shall protect existing/designated
uses. The court also stated that before water gquality can be
diminished in waters whose qguality exceeds levels necessary to
support designated uses, the Department must make findings that
allowing lower water gquality is necessary to accommodate
important economic or social development. In the Ciba-Geigy
matter, existing water quality was determined by reference to
the permittee's actual discharge.

-Available guidance related to antibacksliding and anti-
degradation includes:

USEPA Draft Interim Guidance on Section 402(o), dated

9/29/89
USEPA Region I Antidegradation Guidance, dated 3/23/87

USEPA Region V Antidegradation Guidance, dated 11/10/86
(adopted as National Standard, 11/21/86)

USEPA Region IX Antidegradation Guidance, dated 6/3/87

. USEPA Questions and Answers on Antidegradation, dated 8/85
(written prior to 1987 Clean Water Act amendments, so that
some. information does not apply to the stricter standards
of the 1987 amendments) :

USEPA Antidegradation, EPA 440/5-88/028, dated 9/88

USEPA Introduction to Water Quality Standards, EPA
440/5-88-089, dated 9/88

USEPA Reference Guide to Water Quality Standards for Indian
Tribes, EPA 440/5-90-002, dated 1/90

The Clean Water Enforcement Act (CWEA) requires that effluent
limitations be developed for all pollutant parameters discharged
in detectable concentration by a POTW which have Dbeen
established for a permittee discharging into that POTW with an
approved pretreatment program. This facility has an approved
pretreatment program and some effluent limitations have been
determined based on the CWEA. :

N.J.A.C. 7:14A-3.14(k) sets the procedures for calculating New
Jersey Pollutant Discharge Elimination System (NJPDES) Discharge
to Surface Water (DSW) permit conditions in accordance with
N.J.A.C. 7:9-5 (Wastewater Discharge Requirements) and/or
N.J.A.C. 7:9-4 (Surface Water Quality Standards).

This permit has been prepared in accordance with the National
Combined Sewer Overflow Control Strategy {the "National
Strategy"). The National Strategy established a uniform,
nationally-consistent approach to developing and issuing Nation
Pollutant Discharge Elimination System (NPDES) permits for
combined sewer overflows (CSOs). The Natiocnal Strategy applies
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to EPA and approved NPDES states. CSOs have been shown to have

severe adverse impacts on water gquality, aquatic biota, and
human health under certain conditions. Therefore, the National
Strategy specifies that permits for CSOs are to be develoPed
expeditiously to minimize the potential impacts by establishing
technology-based and water gquality-based regquirements of the

federal CWA.

CSOs are point source discharges subject to NPDES pe;mit
.requirements including both technology-based and water quality-
based requirements of the federal CWA. Compliance dates for
technology-~based and water guality-based - limitations are
governed by the statutory deadlines in Section 301 of the CWA.
CSos that discharge toxic pollutants into water bodies listed
under paragraph (B) of Section 304(1) of the CWA are
additionally regulated under Section 304(1l).

Technology-based permit limits are to be established for best
practicable control technology currently available (BPT), best

conventional ©pollutant control technology (BCT), and Dbest
available technology economically achievable (BAT) based of best
professional Jjudgement (BPJ). The CwWA of 1977 mandates

compliance with BPT on or before July 1, 1877, .The WaFer
Quality Act Amendments of 1987 (WQA) mandates compliance with
BCT/BAT on or kefore March 31, 1989,

The New Jersey Legislature in the enactment of- the Sewage
Infrastructure Improvement Act (the "Act") (N.J.S.A. 58:25-23
et seg.) declared that combined stormwater and sanitary
sewer overflows (CSOs) are a major source of ocean and other
surface water pollution, that such sources of pollution are a
danger to the public and health and safety of the residents of
the State. The Act requires within thirty (30) months after
enactment of the Act, any public entity operating a combined
stormwater sewer and sanitary sewage system shall provide
abatement measures approved by the Department at any CSO point
for which a permit is required. Any public entity that fails to
provide, in accordance with standards established therefore by
the Department, appropriate abatement measures approved by the
Department after the expiration of the 30 month period shall be
subject to the penalty provisions of P.L. 1977, c. 74
(c.58:10A-1 et seq.). The SIIA was approved and effective
on August 3, 1988. The 30 month period expired on February 3,

1991.

The Department has determined that serious ©problems are
-associated with dry weather overflows and the discharge of
solids/floatables from CSO points. The elimination of dry
weather overflows and the «control of solids/floatables are
correction measures that may be implemented prior to the
development of a long-term water quality-based control strategy.
This permit includes a -performance criteria for the control of
sclids/floatables and includes 1language that reaffirms the
Department's position on the ©prohibition of dry weather

overflows.
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Dry weather overflows from CSO points occur not as a result of
any events of precipitation but rather as the result of
malfunctioning facilities, illegal connections, etc. Dry
weather overflows are raw sewage discharges and are prohibited
since they are in direct violation of the Surface Water Quality

Standards as specified in N.J.A.C. 7:9-4.1 et seq.

The reduction of solids/floatables from CSOs are a Departmen?al
priority at CSO points. Solids/floatables are presently being
discharged directly into the surface waters of the State. The
"presence of solids/floatables is a violation of State watgr
quality standards in all classifications of surface waters in
the State pursuant to N.J.A.C. 7:9-4.1 et seq. "Surface
Water Quality Standards” :

As previously stated, the National Strategy regquires permit
strategies bring CSO discharge points into compliance with
technology-based requirements of the CWA and applicable §tate
water quality-based standards as expeditiously as possible,
This permit has been structured in accordance with a stratagem
deemed appropriate to control CSO discharges. Best Management
Practices (BMPs) are identified and required to be implemented.
A comprehensive monitoring and modeling study is specified to
characterize the relationship between €SO discharges and the
applicable receiving water'’s responses for events of
precipitation.

In accordance with the National Strategy, this permit has been
written as a "system~-wide" permit. The CSO discharge points
owned and/or operated by the City of Elizabeth, which were
previously contained in a separate permit as indicated on page 1
of this Fact Sheet, are proposed to be contained within this
permit. A subsequent permit actions will terminate the above
referenced permit for the (€SO discharges after this permit is
issued final, :

The use 0f a system-wide permit does not affect liability. It
merely provides a single administrative mechanism for managing
all water quality related planning, design and construction
activities associated with bringing the €SO discharges into
compliance with technology-based requirements of the federal
Clean Water Act and state water gquality standards. Paragraph I,
C of Part III-CSO provides the permittees with an opportunity to
delineate their responsibilities with respect to the entire
collection, conveyance and treatment facilities.

With respect to the water gquality planning, design and
construction as well as the operation and maintenance
responsibilies associated with the combined sewer systems and
the CSOs, as specified in Part III-CSO of this permit, the City
of Elizabeth and Joint Meeting are identified as Jjoint
permittees. - The owners and/or operators of the individual CSO
discharge points, and their appurtenances, are responsible for
the operation and maintenance requirements and the monitoring
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and reporting provisions specified in the permit for those

discharge points.

A reopener clause is included to facilitate establishment of
limitations and the incorporation of existing CSO discharge
points appurtenant to the combined sewer system identified
during the duration of the permit, after due notice. It is the
position of the Department that such a strategy will ensure a
.consistent, comprehensive, and <cost effective mechanism. to
appropriately control the discharges from CSOs.

DESCRIPTION OF FACILITY AND DISCHARGE:

1. Facility Description:

Treatment consists of coarse bar screening, fine screening,
grit settlement/removal, ©Pprimary settling, aeration of
activated sludge, secondary clarification and chlorination.
Primary and secondary sludges are combined in gravity
thickeners, supplemented by centrifuge thickeners, followed
by anaerobic digestion and centrifuge dewatering. The
~dewatered sludge is shipped, under an interim management
‘contract, for out of state management until a long term
sludge management alternative 1is implemented pursuant to
the conditions of JMEUC's Judicial Consent Decree. Sludge
is also managed pursuant to permit conditions pertaining to
residuals management in Part I-A and Part IV~A of this
permit action.

2. Discharge Description:

a) The treatment plant's effluent is discharged through
outfall No. 001 into the Arthur Kill classified as
SE-3 waters.

Latitude: 40° .38' 17"
Longitude: 74° 11' 51"

The Permit Summary Table and Limits Derivation Table
at the end of this Fact Sheet includes a summary of
Joint Meetings DMR data for a time period chosen as
representative of Joint Meetings current wastewater
treatment operations,

b) Information concerning the owners, the locations and
the descriptions of the CSOs has been included at the
end of this Fact Sheet as Table III-CSO-1.

DEVELOPMENT OF EFFLUENT LIMITATIONS:

1. General Methods:
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Effluent limitations are developed by three (3) methods:

a. water guality considerations;

b. miscellaneous effluent requirements, such as effluent
standards and/or minimum treatment standards;

c. performance based;

Water quality based effluent limits (WQBELs) are used in a
permit when it has been determined that more stringent
limitations than minimum secondary treatment effluent
limitations are required to protect the designated uses of

the receiving stream. = WQBELs are developed to assure
compliance with the New Jersey Surface Water Quality
Standards (N.J.A.C. 7:9-4.1 et seq.). In accordance

with 40 CFR 122.44, '"reasonable potential to cause an
excursion above the applicable water quality criteria" has
been determined as appropriate from existing effluent data
according to the procedures outlined in the USEPA
"Technical Support Document for Water Quality Based Toxics
Control” {hereinafter the TS8D). The 93%% confidence
interval and 99% probability basis was utilized in this
determination. The policies used to develop WQBELs are
contained in the standards. Specific procedures and
equations are contained in the USEPA documents, "Technical
Support Document for Water Quality Based Toxics Control”
(EPA-505/2~90-001), and "Permit Writer's Guide to Water
Quality Based Permitting for Toxic Pollutants”
{EPA-440/4-87~005).

In accordance with N.J.A.C. 7:9-4.6(c)2, water gquality
based effluent limitations for toxic or toxicity related
parameters are developed through a simple mass balance.
Effluent 1limitations for parameters related to dissolved
oxygen are developed through a model submitted by the
permittee to the Department for evaluation. The Department
is aware that limitations for parameters other than those .
related to dissolved oxygen may be developed through the
calibration and verification of a stream/plume model. In
accordance with N.J.A.C. 7:9-4.6(c) 3, it is the
responsibility of the permittee to supply all information
necessary to develop water. quality based effluent
limitations, 4including a calibrated and verified stream/
dilution model as appropriate. Any water guality analysis
program to be undertaken by the permittee in support of the
calibration and verification of a stream/dilution model
must be in accordance with N.J.A.C. 7:9-4.6(c)3 and must be
approved by the Department prior to the initiation of any
water guality sampling.

In general, the procedure used to develop a WQBEL is to
calculate Wasteload Allocations (WLA) that will comply with
applicable numeric water guality c¢riteria, determine the
effluent quality in terms of Long Term Averages (LTA) that
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will meet the WLA, and, finally, using the most stringent
LTA and treatment system coefficient of variation (CV),
calculate average monthly, average weekly, and maximum
daily permit limits. For human health criteria, the WLA
was set egual to the average monthly limitation and ?he
maximum daily limitation was calculated in accordance with
the Technical Support Document. For calculation of the LTA

from the WLA, the 99% probability was used (Z = 2.326).
For calculation of the average monthly limitation (AML)
from the LTA, the 95% probability was used (2 = 1.645).
For calculation of the maximum daily limitation (MDL) from

(z = 2.326). The

the LTA, the 99% probability was -used
Technical Support Document previously referenced recommends
inclusion of average monthly and daily maximum limitations
for all ©parameters. The Permit Summary and ZLimit
Derivation Table at the end of this Fact Sheet present the
appropriate <criteria, wasteload allocations, 1long term
averages, and permit limits. The equations used to
calculate long term averages and permit limits are listed
at the end of this Fact Sheet. The equations are taken
from the USEPA documents previously cited.

For discharges into tidal waters, the mixing zone concept
is used to develop WLAs. The Department's mixing zone
policies are given at N.J.A.C. 7:9-4.5(c)4. The chronic
mixing =zone specified in the implementation procedures
conforms with the definition of the mixing zone given in
the Ocean Discharge Criteria (40 CFR Part 125.121(c)).
Procedures to implement the mixing zone policies are based
on USEPA Technical Support Document previously-cited.

The report entitled, "AN EFFLUENT PLUME STUDY TO DETERMINE
THE CRITICAL INSTREAM WASTE CONCENTRATION", dated October
1989, and prepared on behalf of Joint Meeting by Lawler,
Matusky and Skelly Engineers was used in order to simulate
the movement of the effluent discharge. Based on the data
projected in the report effluent limitations for applicable
pollutants have been calculated in part using an instream
waste concentration (IWC) factor of .2 (dilution factor =
5) for the criteria continuous concentration (CCC) of the
chronic mixing zcone and .67 (dilution factor = 1.5) for the
criteria maximum concentration' (CMC) of the acute mixing

zone,

These values are used to calculate chemical specific limits
to comply with water guality criteria for aguatic 1life
protection against acute and chronic toxicity effects.
This value 1is also used to determine the critical Instream
Waste Concentration used to calculate the whole effluent
toxicity limitations in ° accordance with N.J.A.C,.
7:9-4.6(c)5. The USEPA Technical Support Document
recommends that acute criteria be met within 10% of the
distance from the edge of the outfall structure to the edge

of the regulatory mixing zone.



Page 10 of 49 pages

In accordance with N.J.A.C. 7:9-4.6(c)iii, in the apsence
of formally promulgated NJDEPE criteria, best avallaple
scientific information was used to develop work guality

based effluent limits.

7:9-4.5(e)7, where water

In accordance with N.J.A.C. _
been determined that are

guality based limitations have _
lower than the level of detectability, a reporting level

has been included in the permit limitations table. The
reporting level is egual to the Minimum Detection Level
(MDL) reported at 40 CFR 136 and/or the 1991 USEPA document
"Methods for the Chemical Analysis of Water and Wastes'.

Miscellaneous effluent limitations are any specific limits
or conditions reqguired by federal, state, or local statute

or regulation.

Effluent data, taken from the facility's Discharge
Monitoring Reports (DMRs), was used in the development of
effluent limitations. Individual data points were entered
into a computer spreadsheet program for analysis. All data
points expressed as "less than" were entered as the
- numerical eguivalent of the detection level indicated in
the laboratory report. Data aznalysis was completed using a
log~normal distribution of the data set.

The analysis of the effluent data resulted in one qf three
possible conditions being proposed in the draft permit:

(1) "MONITOR ONLY" requirements,

(2) water gquality based effluent limitations, or
(3) performance based effluent limitations.

The CWEA while requiring the Department to impose
limitations, leaves it to the Department's discretion to
determine what type of limit to impose. The Department has
determined that water quality based 1limits (WQBEL), since
they are related to water gquality protection, are
preferable limits to impose. . However, in certain cases
where WQBELS would result in unreasonably large 1limits,
performance based limits are then imposed.

The decision making process for when to propose toxic
pollutant effluent limitations for each specific toxic
pollutant involved the following procedure when the 1local
agency, such as Joint Meeting, has a delegated industrial
pretreatment program:

A. Is there any effluent data for the pollutant?
- NO: "MONITOR ONLY" reguirement proposed. Stop.
- YES: Go to B..
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B. Is the pollutant discharged in detectable

concentrations as defined herein?
- NO: "MONITOR ONLY" requirement proposed. Stop.

- YES: Go to C.

cC. Has the pollutant been identified as being limited by

the local agency?
~ NO: Go to D.
- YES: Go to F.

D. Is there a water quality standard?
- NO: "MONITOR ONLY" requirement proposed. Stop.

- YES: Go to E.

E. Do reasonable potential analysis. Is the result gf
the reasonable potential analysis defined herein
" positive?

- NO: "MONITOR ONLY" requirement proposed. Stop.
- YES: Water quality based effluent limitation (WQBEL)

proposed. Stop.

F. Is there a water gquality standard?
- NO: Performance based effluent limitation calculated

. ‘as described herein, proposed. Stop. .
- YES: Calculated performance based limitation, do
reasonable potential analysis and calculated WQBE;

go to G.

G. Is the calculated WQBEL less than 20 times the
performance bhased effluent limitation?
~ NO: Performance based effluent limitation,
calculated as described herein, proposed even if
reasonable potential finding is negative. Stop.
- YES: WQBEL proposed even if reasonable potential

analyvsis finding is negative. Stop.

REASONABLE POTENTIAL:

Reasonable potential was determined in accordance with the
TSD for all toxic pollutants for which water quality
criteria is either being proposed or already exists. The
numerically greatest of all the reported detected values
for the toxic pollutant or the least stringent reported
detection 1level (whichever was numerically greater) was.
used in the calculations. If the determination of
reasonable potential was inconclusive, then additional
effluent monitoring, rather than a WQBEL is proposed.

Due to the requirements of the Clean Water Enforcement Act
(CWEA), a positive finding of a reasonable potential
analysis is a basis for proposing an effluent limitation.
However, a negative finding is not a basis for not
proposing an effluent limitation if a pollutant detected in
the effluent 1is limited under the USEPA's Categorical
Pretreatment Standards, adopted :pursuant to 33 U.S.C.
Section 1317, or it was a pollutant for which effluent
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limitations have been established for a permittee
discharging into a municipal treatment works of the
delegated local agency.

DETECTABLE CONCENTRATION: A determination of whether a
parameter was discharged in detectable concentrations was

completed as follows:

a. If the maximum reported value was egual to the average
reported value, it was assumed that the parameter has

not been detected in any sample.

b. If the maximum reported value was less than five times
the method detection level (MDL) specified by the
Department in 40 CFR 136 and the 1991 USEPA document
"Methods for the Chemical Analysis of Water and
Wastes" for the analytical methodology, it was assumed
that any variation in reported values was due to
variability in reported detection levels and therefore

not detected.

c. If the maximum reported value or least stringent
reported detection level was greater than five times
the detection level specified by the Department in 40
"CFR 136 and the 1991 USEPA document "Methods for the
Chemical Analysis of Water and Wastes," or no MDL was
specified, it was assumed that the parameter was
discharged in detectable concentrations subject to
item a. above. ' ‘

PERFORMANCE BASED EFFLUENT LIMITATIONS: The performance
based limitations were calculated for each pollutant using
the following procedure:

1. Priority pollutant data from the permittee's Discharge
Monitoring Reports was examined to determine if the
facility 4is discharging detectable concentrations of
any of the priority pollutants.

2. Means, standard deviations, and 95% confidence
intervals for individual data points for all
parameters where one or 'more data points indicated
that the facility discharges the pollutant in
detectable concentrations, were calculated using a
lognormal distribution.

3. The upper 95% confidence interval wvalue was used as
the monthly effluent mean limitation. Where more than
ten data ©points were available, . the  upper 95%
confidence interval for the 2 statistic was used
(1.645).

IDENTIFICATION OF POLLUTANTS FOR WHICH LIMITATIONS ARE
REQUIRED: The Department sent a letter to the permittee
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which required identification of all categorical standards
appropriate to the permittee's industrial users, local
limitations currently contained in the permittee's rules
and regulations, as well as any additional pollutants for
which the permittee has developed limitations for it's
indirect users based upon best professional judgement or
any other basis. Based on this information, the -list of
parameters to be evaluated for CWEA based limitations was
developed. The list, along with a copy of the Department's
March 10, 1992 letter and a copy of the Joint Meeting's
March 26, 1992 response, is attached to the Fact Sheet.

Also, according to the CWEA, the Department is reguired to
place effluent monitoring requirements on those parameters
mentioned above for which effluent limitations are not

being proposed in this permit.

The permittee was also required to identify those
parameters which its +treatment facility discharges 1in
detectable concentrations and those parameters which were
not discharged in detectable concentrations. As stated in
the March 10, 1992 letter, the CWEA allows the Department
to exclude those pollutants, if the POTW demonstrates to

" the Department that the pollutant is not discharged above
~detectable 1levels by the POTW. Joint Meeting's response

letter, dated March 26, 1992, provided an analysis of which
parameters were or were not discharged above detectable
levels. Since Joint Meeting's analysis was only based on a
single sample, the Department referred to Joint Meeting's
effluent data included in the past DMR's reports for a more
extensive data set to make a final determination of whether
a pollutant was discharged above detectable levels. The
variability and lack of sensitivity of the detection levels
reported for the available data necessitated the use of the
procedure ~ discussed above to determine the detectable

concentration.

Specific Limitations:

a. BOD_, TS8S, pH, 0il & Grease, Fecal Coliform, ¢
Remdval:

BOD and Total Suspended Solids (TSS) 1limitations
for“concentration and percent removal are based on the
federal definition of secondary treatment. The
concentration limitations for BOD5 and Suspended
solids are also consistent with~ the Interstate
Sanitation Commission's (ISC) regulations. The BOD
® removal 1limit 1is also consistent with N.J.A.C?
7:9-~5.8.

pH limitations are based on the Federal definition of
secondary treatment found in 40 CFR 133.102(c).
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0il and Grease limitations are based on N.J.A.C.
7:142-14.

The monthly average and the" 10% of all monthly
samples" limitations for fecal coliform are based on
N.J.A.C. 7:9-4.14(c) (1)ii(2). These limits as well as
the 6 hr. and instantaneous maximum limits are
consistent with ISC regulations. The Department will
not apply any dilution factor to limitations for
'indicator parameters related to disease producing
organisms. This is due to the potential public health
effects of failure to disinfect properly and the fact
that bacteria tend to multiply in a receiving

waterbody.
Dissolved oxygen is based on N.J.A.C. 7:9-4.14(c).

Effluent loading limitations for BOD. - and TSS were
calculated using a flow of 75 MGD and "the appropriate

concentration limitations..

Toxic Pollutants:

Effluent concentration limitations have been developed
'in accordance with the Clean Water Enforcement Act and
reasonable potential analysis, as described in the
previously referenced General Methods section. The
criteria for deciding whether or not a limit is
imposed for each individual pollutant is summarized in
the table entitled "Limits Determination for Delegated
Facilities." The specific limitations, along with the
appropriate criteria (acute, chronic or human health)
have been given in the Limit Derivation and Permit
Summary Table of the Fact Sheet, Effluent loading
limitations have been calculated using the methods

cited above.

Chlorine Produced Oxidants:

The effluent limitations for CPO were calculated using
an Instream Waste Concentration of .2 for the chronic
mixing zone and .67 for the acute mixing zone, based
on the dilution study completed by the permittee.

Ammonia-N:

Final ammonia-N limitations are performance based
limitations. Calculated as previously described in
the- "Fact Sheet, however, the following has been

included for your information.

Ammonia-N in Water
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Ammgnia-N in water exists in two forms: NH and
NH, . As NH,, ammonia-N is called "un—}onized";
as NH4 ’ ammonia~N’ is called "ionized".
Generally, the un-ionized fraction is usually

considered more toxic than the ionized fraction. The
relative proportion that is found in each fraction is
primarily dependent on the temperature and the pH of
the solution. At a higher temperature and/or a higher
pH, more ammonia-N exists in the un-ionized form as
~compared to a lower temperature and/or a lower. pH.
Ammonia~N is usually measured as total ammonia-N,
which includes both the ionized and the un-ionized

fractions.

The current State water gquality standard sets an
instream limit on the concentration of un-ionized
ammonia that may be allowed in freshwater streams. The
water quality criteria <can be found at N.J.A.C.
7:9-4.14. However, there is no specific numeric
criteria for SE-3 waters. The Department is currently
evaluating updated toxicity based criteria for
ammonia-N for both saline and ftresh waters. This
permit may be reopened if necessary to incorporate
~water quality based limitations after adoption of the
‘updated criteria.

Water quality based acute and chronic whole effluent
toxicity limitations were <calculated in accordance
with the methods at N.J.A.C. 7:9-4.6(c)5.
Specifically, the acute toxicity limit was calculated
"in accordance with N.J.A.C. 7:9-4.6(c)5i and the
chronic 1limit was calculated in accordance with
N.J.A.C. 7:9-4.6(c)5iii. Both the acute and chronic
limitations were calculated using the Critical
Instream Waste Concentration of .2 for the mixing
zone determined from the plume model in accordance
with N.J.A.C. 7:9-4.6(c)5ii(2).

In calculation of the acute toxicity limitations,

N.J.A.C. 7:9-4.6(c)51 allows the use of two
application factors. The application factor of 0.05
is used where the toxicity is due to non-persistent
substances and the more stringent (i.e. more

protective) application factor of 0.01 is used where
toxicity is known or suspected to be due to persistent
substances. In the calculation of the acute toxicity
limit, the Department has conservatively assumed that
substances found in the effluent are persistent.
Therefore the more stringent application factor of
0.01 was used in the calculation of the acute toxicity

limitation.
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The calculation of these water quality based toxicity
limitations, using the methods cited above, resulted
in an acute toxicity limitation of No Measurable Acute
Toxicity (NMAT) effluent and a chronic toxicity
limitation of an NOEC of 20% effluent (5 TUC).

The USEPA Technical Support Document previously cited
states that "Generally only the more stringent of the
acute and chronic toxicity limitation needs to be
included in the permit as the final limit sinqe the
more stringent limit alone will be fully protective of

water guality".

Therefore, the acute and chronic toxicity ;imitations
listed above were compared to determine which one of
the two limitations is more protective (i.e. more

stringent).

The Department's policy "Interim Policy on Permittees
Receiving Chronic Limits" (dated October 4, 1989)
outlines the procedures for comparing these limits.
Those procedures involve the conversion of both the
acute and chronic toxicity limitations to toxic units
" (TUs) to determine which is more stringent.

As a result of that comparison, it was determined that
the chronic toxicity limitation of 20% effluent or 5
TU is the more stringent of the calculated acute
an§ chronic water gquality based toxicity limitations.

Species selection for chronic testing is based on Best

Professional Judgement. Species utilized are those
for which an approved USEPA methodology has been
developed. Species selection for acute testing is

based on N.J.A.C. 7:18-6.6 which requires that the
test organism be approved under the regulations
governing laboratory certification.

The "Acute Toxicity  Biomonitoring Requirements”
section has been updated to reflect present standard
language and current mailing addresses.

The requirements for the Toxicity Reduction Evaluation
are in accordance with N.J.A.C. 7:14A-2.5(a)6 and are
included to ensure that immediate action is begun in
the event that permit violations were to occur at some
future date. '

ANTIBACKSLIDING / ANTIDEGRADATION ANALYSIS:

In the case of Joint Meeting Sewage Treatment Plant the
backsliding and antidegradation issues do not apply. Since the
proposed limitations are as stringent as the limitations in the
existing permit, the water quality of the receiving stream will
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be maintained, therefore, there will be no backsliding and an
antidegradation analysis is not necessary.

PROCEDURES FOR REQUESTING MODIFICATION OF A WATER_QUALITY BASED
EFFLUENT LIMITATION:

In accordance with N.J.A.C. 7:14A-9.6(4), application for a
modification to water gquality based effluent limitations must be
of the public comment period.
Procedures for requesting a modification to a water gquality
based effluent 1limit are found in N.J.A.C. 7:9-4.9 (New Jersey
Surface Water Quality Standards). For guidance and/or
additional information, please contact the Bureau of Water
Quality Analysis, CN-029, Trenton, New Jersey 08625, (609)

6£33-7020.
PROCEDURES FOR REACHING A FINAL DECISION ON THE DRAFT PERMIT:

These procedures are described in the public notice of
preparation of this permit. Included in the public notice are
requirements for the submission of comments by a specified date,
procedures for reguesting a hearing and the nature of the
hearing, and other procedures for participation in the final

decision,

DEPE CONTACT:

Additional information concerning the permit may be obtained
between the hours of 8:00 A.M. and 4:30 P.M., Monday through

Friday from: Mr. John O'Connor at (609) 633-3869.
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BASE/NELUTRALS
LIMIT IWOSED OK| DATA DETECTABLE wm REASONABLE| wQ LIMIT< 20X FINAL *
PARAME TER INDUSTRIAL USER [AVAILABLE |CONCENTRATION | STANDARD POTENTIAL PERFORMANCE LIMIT| DECISION

Acenaphthene YES NO NO NG N/A _ _N/A NL
Acenaphthylene ' YES YES NO YES YES N/A NL
Anthracene YES YES NO YES NO MH/A NL
Benzidine YES YES XO YES YES K/A NL
Benzo(s)}Anthracene YES YES NO YES YES N/A NL
Benzo(a)Pyrene YES YES NO YES YES N/A NL

“ Benzof Luoranthene YES YES NO YES YES N/A N
Benzo{chi)Perylene YES YES NO YES YES N/A NL
Benzo(k) Fluoranthene YES YES ND YES YES N/A NL
Bis(2-Chioroethoxy) Methane YES YES NO ND /A N/A NL
Bis(2-Chloroethyl) Ether YES YES NO YES YES N/A NL
Bis(2-Chloroisopropyl) Ether YES YES NO YES NO N/A NL
Bis(2-Ethylhexyl) Phthalate YES YES YES YES YES YES w0
4-Bromopheny! Phenyl Ether YES YES NO NO N/A__ N/A NL
Butyl Benzyl Phthalste YES >YES NO YES NO N/A NL
2-Chloronaphthalene YES YES NO 18] N/A N/A NL
4-Chlorophenyl Phenyl Ether YES YES NO WO N/A N/A NL
Chrysene YES YES NO YES YES N/A - NL
Dibenzo(a,h) Anthracene YES YES NO YES YES N/A NL
1,2 Dichliorobenzene YES YES - NO YES NO K/A NL
1,3 Dichlorobenzene YES YES NO YES NO N/A NL
1,4 Dichlorobenzene YES YES NO YES NO N/A NL
3,3'-pichlorobenzidine YES YES NO YES YES N/A NL
Diethyl Phthalate YES YES NO YES NO N/A NL
Dimethylphthalate YES YES NO YES NO N/A NL
Di-H-Butylphthalate YES YES YES YES NO [} PF

| 2,4 Dinitrotoluene YES YES NO YES NO N/A ML .

| 2,6 Dinitrotoluene YES YES NO NO N/A : N/A NL
Di-N-Octylphthalate YES YES NO NO N/A N/A NL

ILZDiphenylhmazine-es Azobenzene YES NO NO YES N/A N/A KL

| _Fluoranthene YES YES ) YES ) N/A NL

| F Luorene YES YES YES YES NO NO PF

‘ Hexachlorobenzene YES YES NO YES YES N/A NL

|_Hexachlorobutadiene YES YES NO YES N0 N/A NL

|_Kexachlorocye lopentadiene YES YES NO YES NO N/A NL

| _Hexachloroethane YES YES NO YES NO N/A NL

| Indeno(1,2,3-cd) Pyrene YES YES N0 YES YES N/A NL I

| 1 sophorone YES YES KO YES NO N/A KL |
Naphthalepe YES YES NO NO N/A N/A NL |
Nitrobenzene YES YES NO YES NO N/A NL
N-Nitrosodimethylamine YES YES N YES NO N/A L
N-Nitrosodi-N-Propylamine - YES YES ND NO N/A R/A NL
N-Nitrosodi-N-Butylamine NO ND NO NO N/A N/A NL
N-Nitrosodiethylamine NO NO NO NO N/A N/A NL
N-Nitroso-pyrrolindine NO NO NO NO N/A N/A NL |
N-Nitrosediphenylamine YES YES YES YES NO YES W
Phenanthrene YES YES NO YES YES N/A NL |

_Pyrene YES YES N0 YES NO N/A NL |

_1,2.4-Trichlorobenzene YES YES | o) YES NO N/A NL |
1.2 .4 5-Tetrachlorobenzene NO NO NO YES N/A ) N/A NL |
Pentachlorobenzene NO NO NO YES N/A N/A NL |
Polynuclear Aromatic Hydrocarbons NG NO NO KO K/A N/A NL |

" WQ i5 the water quality based limit, the PF is the performance based Limit, ard NL is no timit,
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LINIT IMPOSED ON| DATA DETECTABLE wa REASOMABLE | WQ LIMIT< 20X FINAL *

PARAMETER INDUSTRIAL USFR |AVAILABLE | CONCENTRATION |STAMDARD POTENTIAL |PERFORMANCE LIMIT DEC_IS!CN
Aldrin YES YES NO YES YES R/A NL
Alpha-BHC YES YES NO YES YES N/A _ NL
Beta-BHC YES YES YES YES NO YES we
Gamma-BHC YES YES NO YES YES N/A NL
Delta-BHC YES YES NO NO N/A N/A _ BL
Chiordane YES YES NO YES YES N/A - NL
4,47-DDT YES YES NO YES YES N/A -KL
4, 4'-DDE YES YES ND YES YES N/A NL
4 4'-DDD YES YES NO YES YES - N/A - NL
pietdrin YES YES NO YES YES N/A ML
Endosul fan, Total NO KO NO YES N/A N/A NL
Alpha-Endosul fan ¥E§ YES NO YES YES N/A NL
Beta-Endosul fan YES NO YES YES N/A NL
Endosul fan-Sulfate —I YES YES NO YES NO N/A NL
Endrin YES YES NO YES YES N/A NL
Endrin Aldehyde YES NO NO YES N/A N/A NL
Heptachlor YES YES NO YES YES N/A NL
Heptachlor Epoxide YES YES NO YES YES N/A NL
PCB-1016 YES YES NO NO N/A N/A NL
PCB-1242 YES YES NO NO N/A N/A NL
PCB-1254 YES YES NO NO N/A N/A NL
PCB-1221 YES YES NO NO N/A N/A NL
PCB-1232 YES YES NO _NO N/A N/A_ NL
PCB-1248 YES YES NO NO N/A N/A NL
PCB-1260 YES YES NO NO N/A N/A NL
PCB-Total NO NO ND NO N/A N/A NL
2,37 8Tetrachlorodibenzo-p-dioxin YES NO NO YES N/A N/A NL
Toxaphene YES YES NO YES YES N/A NL
Chtorpyrifos NO NO NO YES N/A N/A NL
Demetor NO NO NO YES N/A N/A - NL
Guthion NO NO NO YES N/A N/A NL
Mal athion NO \]s] NO YES N/A N/A NL
Methoxychtor NO NO NO -YES N/A N/A NL
Mirex NO NO. MO YES N/A N/A NL
Parathion NO NO NO NO N/A N/A NL

METALS
LIMIT IMPOSED ON| DATA DETECTABLE w REASONABLE | wWQ LIMIT< 20X FINAL *
PARAETER INDUSTRIAL USER [AVATLABLE [CONCENTRATJON [STAMDARD POTENTIAL [PERFORMANCE LIMIT| DECISION
Aluminun, Total NO NO NO NO N/A N/A NL ]

Ant imony, Total YES YES NO YES NO N/A NL
Arsenic, Total YES YES YES YES YES YES wo
Barijum, Total NO NO NO NO N/A N/A KL
Beryllium, Total NO YES YES YES NO YES Wo
Cadmiun, Totsl Recoverable YES YES YES YES N/A YES Wa
Chromium, Total Recoverable YES YES YES YES NO NO PF
Cobalt YES NO aie] NO N/A N/A NL
Copper, Total Recoverable YES YES YES YES YES YES w0
Cyanide, Jotal YES YES YES YES YES YES WO
Lead, Total Recoverable YES YES YES YES YES YES wa

" WQ is the water quality based limit, PF is the performence besed timit, and NL is no Limit.
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LIMIT INPOSED ON| DATA DETECTABLE (v REASONABLE [ WQ LIMIT< 20X FINAL *

PARAMETER INDUSTRIAL USER |AVAILABLE | CONCENTRATION [STAMDARD POTENTIAL [PERFORMANCE LIMIT| DECISION
2.4-Dinitrophenol YES YES NO YES NO N/A NL
2-Nitrophenol YES YES -NO NO . N/A N/A NL
4-Nitrophenol _YES YES NO NO N/A N/A NL
_Pentachtorophenol YES YES NO YES YES N/A NL
Phenol i YES YES NO YES NO N/A NL
_2,4.6-Trichlorophenol : _YES YES NO YES NO N/A NL
2,4,5-Trichlorophenol. - NO NO NO YES N/A N/A NL
Parachlormeta Cresol YES NO NO NO N/A N/A o NL

* WO is the water quality based limit, PF is the performance based limit, and NL is no limit.

NON CONVENTIORALS

LIMIT INPOSED OM| DATA DETECTABLE w REASONABLE| WQ LIMIT< 20X FINAL *
PARAMETER JTNDUSTRIAL USER |AVAILABLE |CONCENTRATION |STANDARD POTENTIAL |PERFORMANCE LIMIT| DECISION |
Chlorine Produced Oxidants NO YES YES | ¥es YES YES wa
Ammonia (Total ss N) YES YES YES NO N/A N/A PF
Phosphorus (vellow) NO NO NO YES N/A N/A NL
Sulfide (hydrogen sulfide) NO NO NO YES N/A N/A NL

* W0 is the water quality based Limit, PF is the performence based limit, and NL is no limit.



The basis for the Proposed Permit Limitations are detailed in the *Development of Effluent Limitations® section of‘ the Fact Sheet.

The effective dates for the Interim and Final Limitations are detailed in Part 111-A.
SALINE

LIMITATION DERIVATION and

SUMMARY

PERMIT TABLE

CORVENTIONALS
ALl limitations are expressed as maximums unless otherwise noted.

WATER QUALITY LIMITATION DERIVATION PERMIT SUMMARY
WATER | WASTE | LONG WATER  QUALITY WASTEWATER DATA EXISTING PROPOSED PERMIT LIMITAT IONS
PARAMETER QUALITY | LoAD TERM LIMITS BASIS 05/31/91 PERMIT
CV{CRITERIA| ALLOC. |AVERAGE through LIMITATIONS INTERIMN FINAL
04/30/92 -
Flow - - -- MONTH AV| -~ 61.2 85 85 85
(MGD) -- -- -- MAX IMUM -
5-Day Biochem, Ox. -- .- .- MONTH AV -- ... 5273 8519 8516 8516
Demand (kg/d) -- -- -« |wEEkLY Av| .- 7645 11355 . 12774 12774
5-bDay Biochem. Ox. -- -- -- MONTH AV .- --- 25 30 30 30
Demand {mg/ 1) -- -- <= [wEEXLY AV] .- 32 40¢a,b,c) 45¢a) 45(a)
Influent 5-Day Bio. -- -- -- MONTH AV|  -- MON1TOR MONLTOR MONITOR MONTTOR
Ox. Demand (mg/l) -- - -- |weEkLy av|  -- ONLY ONLY ONLY oNLY
5-pay Biochem. Ox. -- -- -- MONTH AV|  --- - 87 85 85 85
pemand (min X rem) -- -- - |rour WOUR|  -- et a5 e
Total Suspended -- -- .- MONTH Av| - 3766 8519 8516 8516
Solids _ (kgyd) -- - -~ |WEEKLY AV] - 5291 12779 12774 12774
Total Suspended -- -- -- MONTH AV|  -- 146 30 ' 30 30
Solids  (mg/l) -- -- -~ |uveexLy av[  -- 22 45¢a) 45¢a) 45¢a)
Influent Total -- -- -- MONTH AV|  -- MONITOR MONITOR MORITOR MONITOR
Susp. Sol.{mg/l) -- -- -~ |wEExLY AV]  -- ONLY ONLY oMLY ONLY
Total Suspended -- -- -- MONTH AV| -- 89 85 85 85
Solids (min. X rem) - -~ e ] eeemae- -- --- feaa

(a) A maximum concentration of 50 mg/\ for Bws & Suspended Solids shatl not be exceeded during any (6) hour period.

(b) Maximum average for any four hour period.

" (c) ﬁaxirrun concentration of 45 mg/tl for any (7) consecutive days.

Fact Sheet
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UATER QUALLITY LINITATION DERIVATION PERMIT SUMMARY
WATER WASTE LONG WATER QUALITY UASTEUATER DATA EXISTING PROPOSED PERMIT LIMITATIONS
PARAMETER QUALITY LOAD TERM LIMITS BASIS 05/31/91 PERMIT
CV[CRITERIA| ALLOC. |AVERAGE through LIMITATIONS INTERIM FINAL
1 04730792
Fecal Coliform .- .- -- MONTH AV -- .-- 32 200 200 200
{Geo Mean)(#/100m. ) - -- -- (d) -~ --- 86 400 400 400
Dissolved Oxygen - .- - VEEKLY | .- 7.3 MOHITOR MONTTOR
{minimum conc.) -- .- .. MINTMUM -- ke 6.4 4 4 4
0il and Grease .- .- -- MONTH AV ~- a-- 4.3 10 10 10
(mg/1 - -- -- MAXIMUM - --- 8.4 15 15 15
Temperature - ~- -- MINIMUM .- --- eee MOMITOR MONITOR MONITOR
-- .- .- 30 DAY AV - .=- 19.8
°c) -- -- -- MAX TMUM -~ - “oe ONLY ONLY ONLY
pH -- -- -- HINIMUM -- 6.6 6 6 6
(su) -- -- -- MAXIMUM -- 7.3 9 9 9

(d) B00 Fecal Coliforms per

Coliforms per 100 ml.

MON-COMVERTIONALS
All Limitations are Expressed as Maximums Unless Otherwise Noted.

100 ml shall not be exceeded as a geometric average during any 6 hour period. No sample may contain more then 2400 Fecal

VATER QUALITY LINITATION DERIVATION PERMIT SUMMARY
WATER QUALITY WASTE LONG WATER OUALITY WASTEWATER DATA EXISTING PROPOSED PER“IT LIMITATIONS
PARAMETER CRITERIA LOAD . TERM LIMITS BASIS / PERMIT
cv ACUTE CHRONIC ALLOC.| AVERAGE through LIMITATIONS INTERIM FINAL
AQUATIC | AQUATIC 7/ _ _

Chlorine Produced (0.6 -- .- .- -- MONTH AV -- .- (@) - MONITOR 2.1 (e)
{Oxidants) (kq/d) -- -- .- MAX 1MUM -- --- 1) cse ONLY 5.5 (e}
Chlorine Produced |0.6 13 7.5 - .- MONTH AV - - ) ae MONITOR ONLY _0074 (e)
(Oxidants)(e)(mg/1) -- -- -- MAX IMLM -- --- (1) 2 2 L0195 (e)

(e) The current detection limitation, using an approved test method, is 0.1 mg/l.

daily maximum concentration and 28.4 kg/d as a daily maximum loading until due notice from the Department.

should be analyzed by those methods available for Total Residual Chlorine,

Therefore, the permittee shell comply with the reporting level of 0.1 mg/l as a

Also, the analysis for Chlorine Produced Oxidants.
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SUMMARY TABLE

RON-CORVERTIONALS (CONT’D)

ALl Limitations are Expressed as Maximums Unless Otherwise Noted.

WATER GUALITY LINITATION DERIVATION PERMIT SUMMARY
WATER QUALITY WASTE LONG WATER QUALEITY WASTEUATER DATA EXISTING PROPOSED PERMIT LIMITATIONS
PARAMETER CRITERIA LOAD TERM LIMITS BASIS 06/01/91 PERMIT '
' CV| ACUTE CHRONIC | ALLOC.] AVERAGE ’ through LIMITATIONS INTERIM FINAL
AQUATIC | AocuaTic 05731792 '

Ammonia (Total as |0.6 -- -- -- -- MONTH AV .- =n- 3407 MON I TOR MORITOR 2782
N) (kg/d) -- -- -~ -- DAILY MAX -- me-- 3066 ONLY ONLY 374
Ammonia (Total as |0.6 .- -- - -- MONTH AV .- ... 12 MONITOR MONITOR 9.8
N) (ma/t) -- -- -- -- DAILY MAX -- 10.8 ONLY ONLY 25.8
Phosphorus 0.6 -- -- .- -- MONTH AV -- .-- ) HORITOR MONITOR
(yellow) (a/d) -- -- -- -- DAILY MAX -~ .- (1) C wae ONLY ONLY
Phosphorus 0.6 -- .1 .5 3 _MONTH AV .- == ) aee MONITOR MONITOR
(yellow)  (ug/l) .- -- -- -- DAILY MAX| -- ) ONLY ONLY
Sulfide (hydrogen-|0.6 -- 2 10 5.3 MONTH AV -- === (&) ena MONITOR MONITOR
sulfide) (g/d) -- -- .- -- DAILY MAX .= === (1) ese ONLY - ONLY
sulfide (hydrogen-|0.6 -- .- .- -~ MONTH AV ~- .- 1) MONITOR MONETOR
sulfide) (ug/t) -- ~- -- -- DAILY MAX .= == 1) sae ONLY ONLY

BIOMNONITORING REQUIRENENTS
Alt Limitations are Expressed as Maximms Unless Otherwise Noted.
PERMIT SUMMARY
WASTEWATER DATA EXISTING PROPOSED PERMIT LIMITATIONS
PARAME TER 05/31/91 PERMIT
through LIMITATIONS INTERIM FINAL
04730792
ACUTE BIOMONITORING (LCSO
Mysidopsis bahia 96 % 50 % 50 %
CHRONIC BIOMONITORING (NOEC)
Mysidopsis bahia 23 % MONITOR MONITOR 20 %
ONLY ONLY

mg/l: mitligrams per liter (parts per million)

(1) There is no effluent data for this parameter.
(2) pischarge of this parameter is not authorized by. the existing permit.
(3) To be determined.
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Crmmmrmmeecccceccncceaaaa ~-(WATER QUALITY LIMITATION DERIVATION)=--==--=---cccecemcoccacacene L At et (PE‘?MII’ SUMMARY )===-----oswocmocacacnaanaa-. >
WATER QUALITY CRITERIA WASTE | LONG LIMtITS BASLIS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
: LOAD | TERM 08 7 30 7 89 PERMIT -
ALLOC.| AVG. through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Monthly Daily 01 /731 /9
PARAMETER |CV | HEALTH PROTECTION Average | Maximum Load |Concen-| Load {Concen-| Load |Concen-
PROT. Acute Chronic tration tration tration
9/ rI/L ra/L | wosl | pg/L ga/L L q/day | pa/t | g/day | pg/t g/day | pg/L
Acenaphthene 0.6 - -- -- - -- .- .- NO CRITERIA||DAILY MAX| (1) 10 ) @) -- MONITOR ONLY
MONTH AV| (1) 10 (2) (2) hid
Anthracene 0.6] 108000 -- -- 540000) 347843| 540000 | 1083342 |Hum Hith Cr|[DAILY MAX] (1) 10 2) (2) .- MONITOR ONLY
MONTH AV( (1) 10 (2) (2) --
Acenaphthylene 0.6| 0.031 -- .- 0.155 0.1 0.155 0.311  |Hun Hith Cr||DAILY MAX| (1) 10 (2) ) - MONITOR ONLY
MONTH AV (1) 10 (2) (2) -
Benzidine 0.6/ 0.1 ae -- 0.5 0.3221 0.5 1.0031 |Hum Hlth Cr]|DAILY MAX| (1) BO () ) -~ MOMITOR OMLY
. MONTH AV (1) 80 {2) (2) --
Benzo (a) Anthra- 0.6 0.031 -~ -- 0.155 0.1 0.155 0.311 [Hum Hith cr|[oatLy max| 1) 10 2) ) -- MOMITOR ONLY
cene MONTH Av] (1) 10 2 | ) -
Benzo (a) Pyrene (0.6 0.031% -- .- 0.155 0.1 0.155 0.311  |Hum Hlth cr||DAILY max| (1) 10 ) (2) -- MONITOR OMLY
MONTH AV{ (1) 10 (2) (2) --
Benzo fluoran-|0.6| 0.031 - - 0.155 0.1 0.155 0.311  |Hum Hith Cr||DAILY MAX] (1) 10 ) ) -- MON1TOR OMLY
thene MONTH AV| (1) 10 2) (2) --
Benzo (ghi) Per- ]0.6] 0.031 -- -- 0.155 0.1 0.155 0.311  |Hum Hlth Cr]]DAILY MAX] (1) 10 2) @) - MOKITOR ONLY
~ ylene MONTH av| (1) [ 10 () | () --
Benzo (k) Fluor- [0.6] 0.033 - -- 0.155 0.1 0.155 0.311  |Wum Hlth Cr||DAILY MAX| (1) 10 ) ) -- MONITOR OMLY
anthene MONTH AV] (1 10 () (2) -- '
Bis (2-Chloro- 0.6 - .- - - .- -- .- RO CRITERIA} [DAILY max| (1) 10 ) ) -- MONITOR OMLY
ethoxy) Methane MONTH AV| (1) 10 ) (2) --
Bis (2-Chloro- 0.6] . 1.4 .- -- - 7 4,509 7 14.043 |Hum Hlth Crj|DAILY MAX| (1) 10 (2) (2) -- MONITOR ONLY
ethyl) Ether MONTH Av| (1) 10 (2) 2) ==
Bis (2-Chloro- 0.6{ 170000 -- -- 850000 547530] 850000 | 1705260 |Hum Hlth Cr||DAILY MAx| (1) 10 (2) (2) -- MONITOR ONLY
isopropyl) Ether . MONTH AV] (1) 10 (2) (2) --
Bis (2-Ethlyhexyl)|0.6] 5.92 .- .- 29.6 | 19.067] 29.6 59.383 |Hum Hlth Cr|IDAILY max| (1) 180 (2) (2> 16857 | 59.383|Hum Hlth Criter
Phthalate MONTH AV] (1) }12.8798] (2) (2) 8402 29.6
4-Bromophenyl 0.6 .- - -- -- .- .- -- NO CRITERIA||DAILY MAX| (1) 10 2) 2) -- MONITOR ONLY
Phenyl Ether ‘ MONTH AV| (1) 10 (2) 2 --
Butyl Benzyl 0.6 416 -- .- 2080 [1339.84 2080 4172.873 |Hum Hlth Cr||DAILY MAX| (1) 10 ) 2) -- MONITOR ONLY
Phthalate MoNTH  av] (1) 10 (2) (2) --
2-Chloronaphthal- (0.6 -- -- - -- -- -- .- NO CRITERIA||DAILY MAX| (1) 10 (2) 2) -- MONITOR ONLY
ene MONTH AV (1) 10 2) (2) --
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(WATER QUALITY LIMITATION DERIVATION)~-=rmeccmcoeocoamamananan, IS 1 T R (PERMIT SUMMARY ) === - == o < mmmmecmmeeemm n
WATER QUALITY CRITERIA WASTE LONG LIMITS BASIS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LOAD | TERM ' 08 /30 /89 PERMIT _
ALLOC. | AVG, through LIMITATIONS LEMITATION BASIS  (3)
HUMAN AQUATIC LIFE Monthly | Deily 01 /7 31 7 91
PARAMETER |CV | HEALTH PROTECTION Average | Mexinum Load |Concen- Load |{Concen- Load [Concen-
PROT. Acute Chronic tration tration tration
rg/t rg/L g/l | g/l | pg/t pa/t J3:748 g9/dsy { pg/L | g/day | e/l | g/day | ga/L
4-Chlorophenyl 0.6 -- -- -- -- -- -~ - NO CRITERIA DAl_LY MAX (@B 10 (2) (2) -- -- MONITOR OMLY
Pheny! Ether MONTH AV (1) 10 (2) ) -- -- _
Chrysene 0.6{ 0.031 ~- -- 0.155 0.1 0.155 0.311 Hun Hlth Cr|[DAILY MAX (1) 10 2) (2) -- -- B MONITOR ONLY
MONTH AV (1) 10 (2) 2) e i
Dibenzo (a,h) 0.6| 0.031 -- -- 0.155 0.1 0.155 0.311  JHum Hlth Cr||DAILY MAX| (1)~ 10 (2) () -- -- MONITOR ONLY
Anthracene MONTH _AV| (1) 10 2 | -- --
1,2-Dichloro- 0.6] 16500 -- -- 82500 | 53142 82500 165510 |Hum Hlth Cri1|DAILY MAX{ (1) 10 (2) (2) -- -- MONITOR ONLY
benzene _ MONTH AV] (1) 10 (2) (2) .- .-
1,3-Dichloro- 0.6| 22200 -- -- 111000 71501 111000 222687 [Hum Hlth Cr||DAILY ®AX] (1) 10 (2) (2) -- -- MONITOR OMLY
benzene MONTH AV[ (1) 10 (2) (2) ~- --
1,4-Dichloro- 0.6] 3159 -- -- 15795 | 10174 15795 31687.75(Hum Hlth Cr{]DAILY MAX] (1) 10 (2) 2) -- -- MONITOR OMLY
benzene MONTH AV 1) 10 (2) 2) -- --
3,3'Dichloro- 0.6]| 0.0767 .- -- 0.384 0.247 0.384 6.769 Hum Hlth Cr|!DAILY MAX (@ D) 20 (2) (2) -- -- MONITOR ONLY
benzidine . MONTH AV| (1) 20 (2) (2} -- --
Diethyl Phthalate |0.6| 111000 -~ -- 555000 357505| 555000 | 1113435 {Hum:Hlth Cr||[DAILY MAX| (1) 10 (2) (2) -- ~- MONITOR ONLY
MONTH AvV| (1) 10 (2) 2) -- --
Dimethyl pPhthalate|0.6| 2900000 -- .- 7 Hum Hith Cr|iDAILY MAX| (1) 10 (2) 2) -- -- MONITOR OWLY
1.5x10 |9340228| 14500000 29089742 MONTH AV] (1) 10 (2) (2) -- --
Di-K-Butyl- 0.6 15700 -- -- 78500 | 50566 r78500 157485.8|Hum Hith Cr||DAILY MAX| (1) 55 2) (2) 12490 44.0 Performanced
phthalate MONTH AV| (1) [16.4571| (2) (2) 6245 22.0 Based
2,4-Dinitro- 0.6 9.1 -- -- 45.5 | 29.309 45.5 91.282 |Hum Hith Cr|]DAILY MAX| (1) 10 2). 2) - -- MONITOR ONLY
toluene MONTH AV] (1) 10 . (2) (2) -- --
2,6-Dinitro- 0.6 .- -- - .- -- -- -- NO CRITERIA|\DAILY MAX (@D} 10 2) (2) -- -- MON{TOR ONMLY
toluene MONTH AV| (1) 10 (2) (2) .- --
Di-N-Octyl 0.6 -- -- -- -- - -- - NO CRITERIA|[|DAILY MAX 1) 10 (2) (2) -- -- MONTTOR ONLY
Phthalate MONTH AV 1) 10 2) (2) -- --
1,2-Diphenylhydra-|0.6| 0.541 -- -- 2.705 | 1.742 2.705. 5.427 [Hum Hlth Cr||DAILY MAX] (1) - (2) (2) -- -- MONITOR OMLY
zine(as Azobenzene) MONTH AV ) -- 2) (2) -- --
Fluoranthene 0.6 193 .- .- 1965 | 1265.7 1965 3942.162 |Hum Hith Cr||DALILY MAX| (1) 10 2} 2) .- -- MONITOR ONLY
. MONTH AV (1) 10 2) (2) -- --
Fluorene 0.6] 15100 -- -- 75500 [4B4633.6| 75500 151467.2{Hun Hith Cr|[DAILY MAX| (1) 101 (2) (2) 6200 | 21.84 Performanced
: MONTH AV (1) ]10.4832 ) 2) 3085 10.87 Based
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] ZZ(WATER QUALITY LIMITATION DERJVATION) === -mcc o ~mmoammo oo onn s o R T (PERMIT SUMMARY )<= - =« wm v oo oo ,
T WATER QUALITY CRITERIA | WASTE | LONG LIMITS BASIS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LOAD | TERM 08 /30 / 89 PERMIT
ALLOC. [ AvG, _J through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Monthly [ baily 01 /31 7 o1
PARAMETER|CV | HEALTH PROTECTION Average { Maximum . Load {Concen-{ Load [Concen- Load [Concen-
PROT . Acute Chronic | tration tration tration
. g/t | posL [:1:74 8 L JgZL_LusL_i_ESLJ H day | pgsl_ | g/day | pasi g/day | pasi
Hexachloroben:,  (0.6{0.000775] -- -- 0.0039 0.0025{ 0.0039 { 0.007B {Wum Hlth Cr|{DAILY MAX ) 10 ) ) -- - MONITOR OMLY
zene MONTH AV (1) 10 2) (2) .- --
Hexachlorobuta- 0.6 50 -- -- 250 {161.038{ 250 501.547 [Hum Hlth Cr([DAILY MAX| (1) 10 2) 2) -- -- MONITOR ONLY
diene ~ ({montH Av) ¢1y 10 2) 2) -- --
Hexachlorocyclo- [0.6] 17000 -- -- 85000 | 54753 85000 170526 (Hum Hlth Cr|{pAfLY MAX (1) 10 (2) 2) .- -- MONITOR OMLY
pentadiene ] MONTH AV| (1) 10 (2) 2) -- --
Hexschloroethane [0.6] 12.4 -- - 62 | 39.938 62 124.384 . (Mum Hlth Cr[{DAILY MaX| (1) 10 ) 2) -- -- MONITOR ONLY
MONTH AV| (1} 10 (2) (2) -- --
Indeno (1,2,3-¢d) [0.6] 0.031 -- -- 0.155 | 0.1 0.155 0.311  {Hum Hlth cr|[DAILY MAX[ (1) 10 2) 2) -- -- MONITOR ONLY
__Pyrene MONTR AV] (1) 10 (2) (2 == --
1sophorone 0.6 600 -- -- 3000 |1932.46( 3000 | 601B.567 |Hum Hlth Cr|[DAILY MAX]| (1) 10 ) @ -- -- MONITOR ONLY
MONTH AV] (1) 10 @) ) -- --
Napthalene 0.6[ -- -- -- - -- -- -= [No criTeRIA|{oATLY Max]| (1) 10 ) 2) -- -- MONTTOR ONLY
] MONTH AVE (1) 10§ () | () -- -~
Nitrobenzene F.é 1900 -- -- 9500 [6119.46{ 9500 [ 19058.79{Hum Hith Cr[DAILY wax| (1) 10 ) ) -- -- MONITOR ONLY
7 HONTH Av] ¢1y 10 2} 2) -- --
N-Nitrosodimethyl-{0.6] 3.1 -- -- 40.5 | 26.088] 40.5 81.251 {Hum Hlth Cr||DAILY MaX] (1) 10 2) 2) -- -- MONITOR ONLY
amine O MONTH AV] (1) 10 (2) (2) -- -- -
N-Nitrosodi-N- 0.6{ -- -- -- -- N == [no crITERIA(]DAILY MaX] (1) 10 @) ) .- -- MONTTOR ONLY
Propylamine MONTH AV] (1) 10 {2) (2) .- --
N-Nitrosodi-N- 0.6{ -- T -- -- -- -- -- == |0 criterIA | JoaiLy Max] (1) -- @) ) -- -- MONITOR ONLY
i Jlwontn avl () -- (2) ) -- -
ub:::&::;: 0.6] -- .- -- - R R <o Ino criterta] oAty wax| 1y | -- @ | @ | -- -- MONITOR ONLY
ethylamine | \MONTH AVl (1) -- (2) (2) - ke
N-Nitrosopyrro- (0.6 -- -- -- -- -- .- =~ |NO CRITERIA|[DAILY MAX]| (1) -- @) ) -- -- MONITOR OMLY
lidine . MONTH _AV| . (1) -- (2) (2) -- -- .
N-Nitrosodiphenyl- (0.6 16.2 -- -- 81 | 52.176 81 162.501 (Hum Hlth Cr iDAILY MAX] (1) 10 2) 2y | 46130 ] 162.5 |Hum Hlth Criter
amine ] MONTH Av| (1) [9.33032] (2) (2) | 22993 | 81
Phenanthrene 0.6| 0.031 - - 0.155 | 0.1 !T'ISS 0.311  [Hum HUth Cr||pAaILY MAX] (1) 10 ) ) -- -- MONITOR ONHLY
: - MONTH Av] (1) 10 (2) 2y | -- --
Pyrene 0.6 8970 -- -~ | 44850 [28890.2] 44850 | 89977.58|Hum Hith Cr)|oALLY MAX M 0 | @ | @ | - -- MONITOR OKLY
MONTH av] (1) 10 (2> ) - .-
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(WATER DUALITY LIMITATION DERIVATION)---nnc-ncomococccncmmaccaancan P oa e (PERMIT SUMMARY)===-===cm-m-mocmecscannmoaman »
WATER QUALITY CRITERIA | WASTE | LONMG LIMITS BASIS EFFLUENT DATA EXISTING DRAET PERMIT LIMITATIONS
LoAD | TERM 08 / 30 / 89 PERMIT
ALLOC. | AVG. through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE ' Monthiy | Daily 01731 /9
PARAMETER |CY | HEALTH PROTECTION Average | Maximum | Load |Concen-| Load |Concen-| Lload |Concen-
PROT, Acute Chronic tration tration tration
_ua/l ra/L pg/t #a/l pg/t pg/L pa/t g/day | pa/L q/day | ga/t g/day | pg/t
1,2,4-Trichloro- [0.6 13 -- -- 565 [363.947| 565 1133497 [Hum Hith Cr|]DAILY MAX] (1) 10 ) 2) -- -- MONITOR ONLY
benzene MONTH AV] (1) 10 2y (2 -- --
1,2,6,5-Tetra- 0.6 3.25 -- -- 16.25 | 10.467| 16.25 32.601 |Hum Hith Cr|[DAILY MAX| (1) -- ) ) -- -- MOMITOR ONLY
chlorobenzene MONTH _AV| (1) == (2) | (2) -- --
pentachloro- 0.6] 4.21 -- - 21.05 | 13.559| 21.05 42.23  [vum Hith cr|[patLy Max| (1 -- ) ) -- -- MONITOR ONLY
benzene MORTH  AV] (1) -- (2) 2) -- --
Polynuclear Arom. -- .- DAILY MAX| (1) -- (2) 2) -- -
Rydrocarbons (PAHSJ MONTR AV (1) -- (2) (2 -- --
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(WATER QUALITY LIMITATION DERIVATION)===-=<-=-ummmcccmancaconaaoao- L R e R L LT T (PE;?HIT SUMMARY ) === === ~-=cmcecmmenacacanac.-
WATER QUALITY CRITERIA WASTE LONG LIMITS BASIS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LOAD TERM T 08 7 30 7 89 PERMI T
ALLOC. | AVG. through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Monthly Daity /s/3n /N
PARAMETER |CV | HEALTH PROTECTION Average | Maximum Load |Concen- Load |Concen- Load |Concen-
PROT. Acute chronic tration tratjon tration
pra/t pa/l pa/Lt | ga/l B9/l pa/l pa/l g/day | pa/l g/day | pgsL g/day | pg/L
Aldrin 0.6|0.000144 1.3 -- 0.00072|0.00046| 0.00072 | 0.00144 [Hum Hlth Cr|{DAILY MAX| . (1) 0.05 (2) 2) -- - MONITOR OMLY
MONTH AV] (1) 0.05 {2) 2) ~- --
Alpha-BHC 0.6] 0.0131 ~- -- 0.066 | 0.042 0.066 0.131  |Hum HUlth Cr||DAILY MaX| (1) 0.05 2) 2) -- - MOMITOR ONLY
MONTH AV 1) 0.05 2) 2) -- --
Beta-BHC 0.6] 0.46 -- -- 2.3 1.482 2.3 4.614 [Hum Hith cr||DAILY Max] (1) 0.06 (2) (2) 1306 4.6 HUMAN HEALTH
MONTH AV| (1) (0.05091] ¢2) | (2) 653 2.3
Germma -BHC 0.6| 0.0625 0.16 0.004 0.02 | 0.011 0.016 0.033 |chronic Cri||DAILY MAX] (1) 0.05 2) 2) .- .- MONITOR OMLY
. MONTH AV[ (1) 0.05 (2) 2) -- ~-
Delta-BHC 0.6 -- -~ -- -- -- ~- .- NO CRITERIA| |DAILY MAX ) 0.05 2) (2) .- -- MONTTOR OMLY
MONTH AV| (1) 0.05 (2) £2) -- --
Chlordane 0.6(0.000283| 0.09 0.004 |0.00142(0.00091( 0.00142 | 0.00284 [Hum Hith Cr||DAILY MAX| (1) 0.5 (2) (2) -~ .- MONITOR OMLY
|MONTH _Av] (1) 0.5 (2) 2) -- --
4,47-DDY 0.6(0.000591] 0.13 0.001 |0.00296( 0.0019( 0.00296 | 0.00593 |Hum Hith Cr||DAILY MAX| (1) 0.1 2) (2) -- -- MONITOR OMLY
MONTH AV| (1) 0.1 (2 _(2) - i
4,4’ -DDE 0.6|0.000591 -- -- 0.00296| 0.0019( 0.00296 | 0.00593 [Hum Hlth Cr]|DAILY MaX| (1) 0.1 2) (2) -- .- MONITOR OMLY
. MONTH AV| (1) 0.1 2) | @ .- --
4,4'-DOD 0.6|0.000837 -- -- 0.00418] 0.0027| 0.00418 0.0084 |Hum Hlth cr| DAILY MAX| (1) 0.1 (2) (2) -- -- MONITOR DNL_Y
MONTH AV| (1) 0.1 (2) | () - i
Dieldrin 0.6]0.000144( 0.7 0.0019 (0.00072]|0.00046| 0.00072 | 0.00144 [Hum Hlth Cr(|DAILY MAX| (1) 0.1 (2) 2) -- -- MONITOR OMLY
MONTH AV ) 0.1 (2) 2) -- --
Endosul fan, Total |0.6| 1.99 0.034 | 0.0087 | 0.17 0.016 0.025 0.051 Acute Crit|IDAILY MAX| (1) .- (2) (2) -- - MONITOR ONLY
MONTH AV] (1) -- ) ) - i _
Alpha-Endosul fan |0.6 -- 0.034 | 0.0087 | 0.17 0.016 | 0.025 0.051 Acute Crit|[DAILY MAX| (1) 0.05 2) 2) -- -- MONITOR ONLY
MONTH av] (1) 0.05 {2 2 el ==
Beta-Endosul fan 0.6 -- 0.034 | 0.0087 | 0.17 0.016 0.025 0.051 Acute Crit]|DAILY MAX| (1) 0.1 (2) (2) _ _ MONITOR ONLY
MONTH AV| (1) 0.1 (2) (22
Erdosul fen Sul fate 0.6 2 -- .- 10 6.442 10 20.062 |Hum Htth cr]|DAILY MAX| (1) 0.1 2) 2) -- -- MONITOR OMLY
MONTH _AV| (1) 0.1 (2) 2) -- --
Endrin 0.6/ 0.678 | 0.037 | 0.0023 | 0.012 | 0.006 | 0.009 0.019 |Chronic cri||DALILY MAX] (1) 0.1 (2) 2) _ _ MONITOR ONLY
: MONTH AV 1) 0.1 (2) (2)
Endrin Aldehyde 0.6{ 0.81 -- -- 4.05 | 2.609 4.05 8.125 [Hum HUth cr|]|patLy Max| ¢1) -- 2) ) -- -- MONITOR OMLY
MONTH AV| (1) -- (2) (2) el el
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L LT b R TPy (WATER QUALITY LIMITATION DEREVATION)=======s=scmcrocoemamaoannan. L R TR omnn- (PERMIT SUMMARY)-= === wmoooomcuaaeeeo o .. >
WATER QUALITY CRITERIA WASTE LONG LIMITS BAS!S EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LOAD TERM 08 / 30 / 89 PERMIT
_ ALLOC. | AVG. through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Monthly Daily 01731 /9
PARAMETER [cVv | HEALTH PROTECTION Average | Maximum | - Load |Concen-| Load |Concen-| .Load |Concen-
PROT. Acute Chronic ] ) tration tration tration
pg/L pg/t ug/L #g/L ug/L pg/t rg/t d/day | pg/L g/day | gg/t g/day | pg/l
Heptachlor 0.6|0.000214| 0.053 | 0.0036 {0.001070.00069 0.00107 | 0.00215 {Hum Kith Cr||pAILY MAX o) 0.05 (2) (2) - .- MONITOR ONLY
v MONTH _Av] (1) 0.05 | (2) @) - | -
Heptachlor Epoxide|0.6/0,000106| 0.053 0.0036 | 0.001 0.0006( 0.001 0.001 Hum Hlth Cr||DAILY MAX ) 0.05 2) 2) .- .- MONITOR ONLY
MONTH AV (1) 0.05 (2) (2) - --
PCB-1016 0.6 -- .- -~ -~ .- -- ~- NO CRITERIA||DAILY MAX 1) 0.5 2) (2) -- -- MONITOR ONLY
MONTH AV 1) 0.5 2) (2) == kel
pca-1242 0.6 -- -- -- -- -~ -- -- NO CRITERIA||DAILY MAX ) 0.5 ) 2) .- -- MONITOR ONLY
MONTH AV 1) 0.5 2) (2) hie ==
PCB- 1254 0.6 -- .= .- .- .- -- .- NO CRITERIA||DAILY MAX 1) 1 (2) 2) _ . MONITOR ONLY
MONTH AV| (1) 1 2) (2)
PCB-1221 0.6 -- .- -- -- -~ -- .- NO CRITERIA||DAILY MAX 1) 0.5 2) 2) .- .- MONITOR ONLY
MONTH AV| (1) 0.5 (2) (2) -- --
PCB-1232 0.6 .- -- =- -- .- .- -- HO CRITERIA||DAILY MAX 1) 0.5 (2) 2) .- -~ MONITOR ONLY
MONTH AV| (1) 0.5 2) (2) .- --
PCB-1248 0.6 -~ - -- -- -- -- .- NO CRITERIA||DAILY MAX 1) 0.5 2) 2) .- ~- MONITOR OMLY
: MONTH AV{ (1) 0.5 (2) (2) -- -
pPCB-1260 0.6 .- -- -- -- -- - -- NO CRITERIA|{DAILY MAX ) 1 2) ) — _ MONITOR mLIY
MONTH AV] (1) 1 2) (2)
PCB-Total 0.6]0.000247 -- 0.03 |0.00124(0.0008 | 0.00124 | 0.00248 [Hum Hith Cr|[DAILY MAX ) -- (2) (2) -- -- MONITOR ONLY
MONTH AV 1) -- 2) (2) -- ==
Toxaphene 0.6]0.000747] 0.2 0.005 |0.00374]0.00241| 0.00374 | 0.00749 |#im Hlth Cr||DAILY MAX ) 1 (2) (2) -- -- MONITOR ONLY
MONTH AV| (1 1 (2) (2) == -
2,3,7,8-Tetrachloro|0.6 .8 -- -- -8 .8 -8 .7 Hum Hlth Cr||DAILY MAX 1) h 2) 2) -- -- MONITOR ONLY
-dibenzo-p-dioxin 1.4x10 7x10 5x10 7x10 1.4x10 TMONTH AV] 1) -- (2) (2) -- --
Chlorpyrifos 0.6 -- 0.011 | 0.0056 | 0.017 | 0.005 0.008 0.017 Acute Crit||DAILY MAX| (1) - (2) (2) .- -- MONITOR OMLY
MONTH AV (1) -- 2 2} -- -
Demeton 0.6 .- -- 0.1 0.5 0.264 0.409 0.821 Chronic Cri||DAILY MAX 1) -- (2) (2) - -- MONITOR OMLY
MONTH AV[ (1) .- (2) (2) -- --
Guthion 0.6 -- -- 0.01 0.05 0.026 0.041 0.082 Chronic Cri||DAILY MAX 1) -~ 2) (2) - -- MONITOR OMLY
. . MONTH AV| (1) -- 2) (2) -- bl
Malathion 0.6 .- ~- 0.1 0.5 0.264 0.409 0.821 |Chronic Cri|[DAILY MAX 1) -- 2) (2) .- -- MONITOR ONLY
. MONTH AV] (1) -- 2) (2) -- -
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(WATER QUALITY LIMITAYION DERIVATION)--=----os-cooaoooonccacnann [ I R L P RN (PERMIT SUMMARY)--=-=-+=--acammeaeeaseecnenn N
WATER QUALITY CRITERIA WASTE LONG LIMITS BASIS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LOAD TERM 08 7 30 7 89 PERMIT
ALLOC. | AVG. through LIMITATIONS LIMITATION BASIS ()
HUMAN AQUATIC LIFE ] Monthly Daily 01 /31 /9
PARAMETER |[CV | HEALTH PROTECTION Average | Maximum : Load |Concen-| Load |Concen-| Load JConcen-
PROT. Acute Chronic tretion tration tration
o/t | pg/l pa/t | gg/l | pg/t | po/t pg/t 9/day | past | go/dey | pa/t | gsday | past
Methoxychlor 0.6 -- -- 0.03 0.15 | 0.079 0.123 0.246 |chronic cri||oalLY max| (1) -- (2) (2) .- -- MONITOR ONLY
MONTH AV] (1) -- (2) | (@) - bl
Mirex 0.6 -- -- 0.001 0.005 0.003 0.004 0.008 Chronic Cri|{DAILY MAX ) .- (2) . (2) -- -- MONITOR ONLY
MONTH AV 1) -- {2) 2) -- --
Parathion 0.6 .- -- -- -- .- .- -- NO CRITERIA|[DAILY MAX| (1) = ) (2) == -- MORITOR ONLY
MONTH AV ) == ) ) o= ==
LIMITATION DERIVATION and PERMIT SUMMARY TABLE
SALINE
HMETALS .
ALl Limitations are Expressed as Maximums Unless Otherwise Noted.
Q-=-msms-mmresceecmnccsncecccns (WATER QUALITY LIMITATION DERIVATION)-----~-----<c-cw-ococmcmr-n-- Plld-creueccccacannccanccaennn- (PERMIT SUMMARY)-=-¢-n-cece-o--cnmcencnnnnnn- b
WATER QUALITY CRITERIA WASTE LONG LIMITS BASTS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
’ Loap | TERM 08 /30 / B9 PERMIT
ALLOC, | AVG. through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Monthly Daily 01 /31 /%
PARAMETER [CV | HEALTH PROTECTION Average | Maximun Load |Concen- Load {Concen- Load |Concen-
PROT. Acute Chronic tration tration tration
pasL o/t past | past | po/t pa/l [1:748 g/day | pg/L | g/day | po/lL | g/day | pasb
Alumi num, 0.6 -- -- -- --- -- .ma -- NO CRITERIA||DAILY MAX 1) .- (2) (2) .- -- PDN!TOR.(NLY
Total Recoverable MONTH _AV| (1) -- (2) (2) -- --
Antimony, Yotal 0.6| 4300 -- --- 21500 | 13849 21500 43133.1 Hum Hlth Cr||[DAILY MAX] (1) 50 (2) (2) -- -- MONITOR ONLY
MONTH AV (1) 50 (2 (2) -- --
Arsenic, 0.6] 0.136 69 36 0.7 0.4 0.7 1.4 Hum HLth Cr||DATLY MAX| (1) 15 (2) ) 397 1.4 |Hum Hith Criter
Jotal Recoverable MONTH AV] (1 9.9948° (2) (2) 198 0.7
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4« ------------------------------ (UATER QUALITY LIMITATION DERIVATION)=-=-m=smcnermemramaomcnnnnn SAfCe e e e - (PERMIT SUMMARY )= == - e m e emmm e e e e »
r WATER QUALITY CRITERIA WASTE LONG LIMITS BASIS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LOAD | TERM 08 /30 7 89 PERMIT
ALLOC. | AVG. through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Honthly Daily 01731 /N
PARAMETER [CV | HEALTH PROTECTION Average | Maximum Load [Concen-| Load [Concen-[ Load [Concen-
PROT. Acute Chronic tration tration tration
| \_usLL_{ pa/t | opa/t | past | west | opept _pa/L o/day | past | gzday | gasL dey | wast | :
Barium, Total 0.6 .- -- -- -- .- .- -- HO CRITERIA|{DAILY Hﬂ ) -- 2) (2) -- -- MONITOR ONLY
MONTH Av| (1 - (2) Lz)_! e _
Beryl{ium, Total ’0._6r 0.132 -- -- 0.7 0.4 0.7 1.3 Hum Hith Cr|[DAILY MAX| (1) 10 2) (2) 3469 1.3  {Hum Hith Criter
MONTH AV| (1) |9.43874] ¢2) (2) 198_] 0.7 |
Cadmium, 0.6 169 43 9.3 64.5 20.7 32.2 64.5 Acute Crit|[DAILY MAX| (1) 10 2) (2) 18310 ( 64.5 | Acute Criteria
Total Recoverable MONTR AvV| (1) [3.43058] (2) (2) | 9140 | 32.2
Chromium, 0.6 3230 1100 50 250 131.9 204.7 410.7 |chronic Cri||DAILY MAX[ (1) 22 (2) (2) 4542 16.0 Performanced
Total Recoverable MONTH AV] (1) 13.12450{ (2) (2) 2271 8.0 Based
Cobal t 0.6 -- -- -- .- -- .- -- NO CRITERIA[(DAILY MAX (@)] I -- (2) (2) -- -- MONITOR ONLY
MONTH AV ¢1) - (2) | ¢ -- el I |
Copper, 0.6 -- 2.9. 2.9 4.4 1.4 2.2 4.4 Acute Crit||DAILY MAX| (1) 34 2) (2) 1249 4.4 Acute Criteria
Total Recoverable MONTH AvV] (1) [1B.3483 2) (2) 624 2.2
Cysnide, Total 0.6] 220000 1 1 1.5 0.5 0.7 1.5 Acute Crit|[DAILY MAX{ (1) 93 2) (2) 425 1.5 Acute Criterie
MONTH AV{ (1) [26.3761] (2) (2 198 0.7
Lead, 0.6 -- 220 8.5 42.5 22.4 3.8 69.8 IChronic Cri]]oAILY MAX| (1) 66 (2) 2) 19814 69.8 [Chronic Criter.
Total Recoverable MONTH _AV] (1) [26.8041| (2) (2) 9878 8|
Manganese 0.6 -- -- -- -- -- -- -- NO CRITERIA{[DAILY MAX 1) -- (2) (2) -- -~ MONITOR ONLY
: MONTH Av] (1) -: (2) (2) -- --
Mercury, 0.6] 0.146 2.1 0.025 | 0.125 | 0.066 0.102 0.205 |[Chronie Cri||DAILY MAX| (1) 4 (2) (2) 58.19 | 0.205 [Chronic Criter.
Total Recoverable MONTH AV] (1) 10.25958! (2) (2 28.96 | 0.102 |
Mol ydenum 0.6 .- -- -~ -- -- -- -- NO CRITERIA||DALLY MAX 1) -- (2) (2) b -- FK)NITOR ONLY
MONTH AVl (1) -- 2) (2) S Wl
Nickel, 0.6] 3900 e 8.3 41.5 21.9 34 68.2 |Chronic Cri]|DAILY MAX] (1) 59 2) (2) 19360 T 68.2 |chronic Criter.
Total Recoverable MONTH AV (1) 15.9915 (2) (2) 9651 34
Selenium, 0.6 6800 300 7 355 144.5 224.3 450 Acute Crit|[DAILY MAX{ (1) 10 (2) (2) -- -- MONITOR ONLY
Total Recoverable : MONTH AV (1) -- 2) (2) - ki
Silver, 0.6| 65000 2.3 .- 3.4 1.1 1.7 3.5 Acute Crit||DAILY Max| (1) 17 (2) (2) 993 3.5 Acute Criteris
Total Recoverable MONTH AV| (1) [a.966460 ¢2) | (2) | 482 | 1.7
Thallium, Total 0.6] 6.22 .- -- 31.1 20 31.1 62.4 |Hum Hith Cr|DAILY MAX] (1) 50 2) (2) - -- MONITOR ONLY
MONTH AV (4D) -- 2> (2) il i
Zinc, 0.6 .- 95 86 142.5 45.8 n 142.5 Acute Crit|DAILY MAX ) 210 ) (2) 40452 142.5 Acute Criteria
Total Recoversble ] MONTH AV ) 45.0646 (2) 2) 20155 71
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Jemmre e (WATER QUALITY LIMITATION DERIVATION) -~ - - oo ccaeniaacann L L TP (PERMIT SUMMARY)----voucocomamnn . Ry
WATER QUALITY CRITERIA WASTE LONG LIMLITS BASIS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LoAD TERM 08 7 30 7 89 PERMITY
ALLOC. | AVG. through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Monthly Daily 01731 /9 . ’
PARAMETER [CV | HEALTH PROTECTION Average | Maximum Load {Concen-| Load |Concen- Load |Concen-
PROT. Acute Chroniic . tration tration| - tration
J-3: 748 g/l o/t ug/L _ | pg/t ra/L #9/L " | g/day | ggsiL | 9/day | po/L g/day | pq/L ]
Acrolein 0.6 780 -- .- 3900 | 2512.2 3900 7824.1 [Hum Hith Cr||DAILY mMAX (1) 12500 (2) (2) 1102195 | 360.0 Performanced
] MONTH AVl (1) [170.997] ¢2) (2) | 51097 | 180.0 Based
Acrylonitrile 0.6] 0.665 .- .- 3.3 2.1 3.3 6.7 Hum Hith Cr)|DAILY maX 1) 12500 2) (2) 1901 6.7 |Hum Hlth Criter
' MONTH _AV| (1) |170.w7] (2) (2) 936 3.3
Benzene 0.6 14! - -- 355 228.7 355 712.2  [Hum Hith Cr|[DAILY MaX . 625 2) 2) 9084 | 32.0 Performanced
i MONTH AV 1 8.10328 (2) (L{ 4542 | 16.0 Based
Bromoform 0.6 360 .- -- 1800 | 1159.5 1800 3611.1 |Hum HUth cr||DAILY MAX (&) 625 2) (2) ’79084 32.0 performanced
MONTH AV] (1) [8.10328| (2) (2) 4542 | 16.0 Based
Carbon ‘ 0.6 6.31 -- -- 31.5 20.3 315 63.3 [Hum Hith Cr|[DATLY MAX| (1) 625 (2) (2) 17969 63.3 |Hum Hith Criter
Tetrachloride MONTH AV] . (1) [8.10328] (2) (2) 8942 31.5
Chlorobenzene 0.6{ 21000 -- -- 10500067636.1] 105000 | 210649.9|Hum Hith Cr DAILY MAX| (1) 625 (2) 2) | o084 | 32.0 Performanced
MONTH AV] (1) [8.10328] (2) (2 4542 | 16.0 Based
Chlorodibromo- 0.6 34 -- == 170 109.5 170 3411 Hun Hith Cr[DAILY MAX[ (1) 625 (2) <) 96829 | 341.1 [Hum Mlth Criter
methane MONTH AV (1) 8.10328 (2} (2 LB&J 170
Chloroethane 0.6 -- - -- -- -- -~ -- NO CRITERIA|][DAILY MAX ) 1250 2) (2) 14194 50.0 Performenced
] MONTH _AV| (1) [16.2065| (2) 2) | 7097 | 25.0 Based
2-Chloroethyl - 0.6 -- -- .- .- o~ -~ .- NO CRITERIA| [DAILY MAX] (1) 1250 ) 2) 14194 | 50.0 Performanced
vinyl Ether MONTH AVl (1) [16.2065] ¢2) | () 7097 | 25.0 Based
chloroform 0.6| 470 -- - 2350 | 1513.8 2350 4714.5 [Hum HUth Cr||DAILY MAX (&)} 625 (2) (2) 8516 | 30.0 Performanced
MONTH AV (1) [5.28109| (2) (2) 4258 15.0 B8ased
Dichlorobromo- 0.6 22 -- -- 110 70.9 110 220.7 Hum Hith Cr|}DAILY mMAX 1) 625 (2) (2) 62651 220.7 [Hum Hlth Criter
methane MONTH AV| (1) [8.10328] (23 (2) :‘S‘IZLH%Os
1,1-Dichloroethane|0.6 -- - .- -- -- -- -- NO CRITERIAL|DAILY MAX] (1) 625 (2) (2) 9084 | 32,0 Performenced
- MONTH AV (1) [B.10328] (2) 2) 4542 | 16.0 Based
1,2-Dichloroethane{ 0.6 99 - -- 495 318.9 495 993.1  |Hum Hith Cr]|pAlLY Max]| (1) 625 (2) ) 9084 | 32.0 Performenced
' i MONTH AV| (1) [8.25237] «(2) (2) 4542 | 16.0 _Based
1.1-Dichloro- 0.6| 3.2 ‘ .- -- ’716 10.3 16 32.1 [Hum Hlth Cr|[|DAILY MAX[ (1) 625 (2) (2) fM12 32.1 [Hum Hlth Criter
ethene : - MONTH AV (1) (8.10328 (2) (2) 4542 16
1,2-Dichlor- 0.6 -- -- -- -- -- -- -- NO CRITERIA]|DAILY MAX 1) 625 (2> (2) 9084 HZ.O Performanced
propene ) . MONTH Av| (1) §.10328 2) (2) 4562 | 16.0 | Based
Cis 1,3-Dichlor- 0.6 1700 -- -- ‘| 8500 5475.3 8500 17052.6 [Hum Hlth Cr{{DAILY MAX ) 625 2) 2) 9084 12.0 Performanced
propene _ MONTH AV] (1) [8.10328] (23 (2) 4542 16.0 Based
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(WATER QUALITY LIMITATION DERIVATIOR)-=--c-ccccmnmcmnccmcnnmeana Pl e e amnaaa (PERMIT SUMMARY)==~esccmceramaanccnnecnnnen- >
WATER QUALITY CRITERIA WASTE LONG LIMITS BASIS EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LOAD | TERM 08 / 30 / 89 PERMIT
ALLOC. | AVG, through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Monthly Daily 01 /31791
PARAMETER |CV | HEALTH PROTECTION Average | Maximum Load |Concen-| Load |Concen-| Load |Concen-
PROT. Acute Chronic tration tration tration
pa/l ra/t pa/t | pa/t pa/L pa/t J1:74 8 g/day | pg/L | gfday | pg/L day | pa/t
trans-1,3-pi- 0.6 -- -- -- -- -- -- - NO CRITERIA|[DASLY MAX| (1) 625 (2) (2) 9084 | 32.0 Performanced
chloropropene MONTH Av| (1) (8.10328] ¢2) |' ¢2) | 4542 | 16.0 Based
Ethylbenzene 0.6| 27900 -- .- 139500189859 .4 139500 | 279863.4 [Hum Hith Cr|{DAILY MAX| ¢1) 625 () (2) 9084 | 32.0 Performanced
MONTH Av| (1) |8.10328| (2) 2) 4542 | 16.0 Based
Bromome thane 0.6 4000 -- ~- 20000 |[12883.1 20000 40123.8 |Hum Hith Cr|[DAILY MAX ) -- (2) 2) -- -- MONITOR ONLY
i MONTH AV (1) | -- (2) (2) -- -
Chloromethane 0.6| 470 .- -- 2350 1 1513.8 2350 4714.5 [Hum Hith Cr| [DAILY MAX| (1) -- (2) (2) -- - MONITOR ONLY
MONTH AV| (1) == (2) 2) -- --
Methylene Chloride|0.6] 1600 -- -- 8000 | 5153.2 8000 16049.5 |Hum HWith Cr||DAILY MAX] (1) 70 (2) (2) 9084 | 32.0 Performanced
: MONTH AV] (1) [10.4233] (2) (2) 4542 | 16.0 Based
1,1,2,2-Tetra- 0.6 1" -- -- 55 35.4 55 110.3  |Hum Hith Crl|DAfLY MAX[ (1) 625 (2) (2) 31311 | 110.3 ]JHum Hlth Criter
chloroethane MOKTH AV| (1) |8.10328] (2) (2) 15613 55
Tetrachloroethene |0.6| 4.29 .- - 21.5 13.8 21.5 43 Hum Hlth Cr | |DAILY MAX| (1) 625 2) (2) 12206 43  |Hum Hlth Criter
MONTH AV| (1 8.41044] (2) (2) 6103 21.5
Totuene 0.6]| 200000 -- -- 1000000 | 644153 | 1000000 |2006189.2 |Hun Hlth Cr|[DAILY MAX 1) 625 2) 2) 9084 32.0 Performenced
MONTH AVY (1) 18.10328] (2) (2) 4542 16.0 Based
1,2-Trans-Di- 0.6 -- -- -- -- .- .. .- NO CRITERIA|DALILY MAX| (1) 625 (2) 2) 9084 | 32.0 pPerformanced
chloroethene MONTH AV| (1 8.10328] ¢2 2) 4542 | 16.0 Based
1,1,1-Trichloro- 0.6 -- .- -- -- - -- -- NO CRITERIA]DAILY MAX| (1) 625 (2) (2) . 9084 | 32.0 Performanced
ethane MONTH Av| (1) [B.10328[ ¢2) (2) 4542 | 16.0 Based
1,1,2-Trichtoro- 0.6 42 -- -~ 210 135.3 210 421.3 |Mum Hlth Cr||DAILY MAX (@) T 625 (2) () 119596| 421.3 |Hum Hlth Criter
ethane MONTH AV| (1) [8.1032B] (2) (2) | 59613 210
Trichloroethene 0.6 81 -- .- 405 260.9 405 812.5 |Hum Hlth Cr|{DAILY MAX] (1) 625 (2) (2) 9084 | 32.0 Performanced
MONTH Av] (1) [8.10328] (2) (2) 4542 | 16.0 Bosed
Vinyl Chloride 0.6] 525 -- -- 2625 1690.9 2625 5266.2 |Mum Hlth Cr||DAILY MAX]| (1) 1250 (2) - 2) 14194 | 50.0 Performncexl:l
MONTH AV] (1) |16.2065| (2) (2) 7097 | 25.0 Based
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Permit No. NJ0024741

---------------------------- ol eem oo i e e e < (PERMIT SUMMARY) - == == --mecmaccaamacancas
WATER QUALITY CRITERIA | WASTE | LONG LIMITS BAS1S EFFLUENT DATA EXISTING DRAFT PERMIT LIMITATIONS
LOAD | TERM 08 730/ 89 PERMIT
ALLOC. | AVG. through LIMITATIONS LIMITATION BASIS (3)
HUMAN AQUATIC LIFE Monthly | Daitly 01731 7 9
PARAMETER |[CV | HEALTH PROTECTION Average | Maximum Losd |Concen-| Lload |Concen-| tLoad |Concen-
PROT. Acute Chronic tration tration tration
ra/l | po/t xa/L | pg/t | pg/L pa/L _ paft day_| po/t | asday | wa/t | g/day | past
2-chlorophenol 0.6] 402 -- .- 2010 | 1294.7{ 2010 4032.4 {Hum Hlth Cr||pAlLy max] (1) 10 ) (3] -- -- MONITOR OMLY
MONTH _AV] (1) 10 (2) {2) -- --
4-thloro-3-methyl- (0.6 -- -- -- -- -- -- --  I|NO CRITERIA|[DAILY MAX| (1) 10 ) ) - .- MONITOR OMLY
__phenol ) IMoNTH AV (1) 10 (2) ) -- --
2,4-Dichloropheno!l (0.6 794 -- -- 3970 | 2557.3| 3970 7964.6 [Hum Hlth Cr][DAILY MAX] (1) 10 ) @) -- -- MONITOR ONLY
MONTH AV| (1 10 2) 2) -- ==
2,4-Dimethylphenol {0.6 -- -- -- -- -- -- -~ |NO CRITERIA||DAILY MAX| (1) 10 2) 2) | 5564 19.8 Performanced
| MONTH AV]| (1) |8.86568| (2) €2) 2776 .78 Based
4,6-Dinitro-0- 0.6 765 -- -- 3825 | 2463.9| 3825 7673.7 [Hum Rlth Cr||DAILY MAX| (1) -- (€3 2) -- -- MONITOR ONLY
Cresol MONTH AV| (1) 1 2) (2) -- --
2,4-Dinitrophenol (0.6 14000 -- -- 70000 [45090.8{ 70000 140433.2|Hum Hith crifoatLy max| (1) 50 ) 2) -- -- MONITOR ONLY
MONTH AV] (1) 50 (2) 2) -- .-
2-Nitrophenol 0.6 -- -- -- -- -- -- -- NO CRITERIA|{DAILY MAX| (1) - 10 2) ) -- -- MONITOR OMLY
MONTH _AV] (1) 10 (2) (2) -- --
4-Nitrophenol 0.6 -- -- -- -- -- -- -- NO CRITERIAS{DAILY MAX| (1) 50 ) ) -- - MONITOR OMLY
MONTH AV| (1) 50 ) (2) -- --
Pentachlorophenol [0.6]| 8.2 13 7.9 19.5 ]| 6.3 9.7 19.5 | Acute Critj[DAILY MAX[ (1) 50 2) 2) -- -- MONITOR ONLY
MONTH _AV| (1) 50 (2) ) | -- --
Phenol 0.6 -- -- “|Hum HLth Cr|{DAILY MAX| (1) 10 2) 2) - -- MONITOR ONLY
1..6)(106 ,2.3x107 1.'5)1107 2.3m7 4.6x107 ' MONTH _AV| (1) 10 2) ) -- --
2,4,6-Trichloro- [0.6]| 6.53 -- .- 32.7 21 32.7 65.5 [Hum Hith Cr||DAILY MAX| (1) 10 2) 2) - -- MONITOR ONLY
__phenol MONTH AVI (1) 10 [ 2) [ -- -- :
2,4,5-Trichloro- |0.6| 9790 -- -- 48950 [31531.3| 48950 98203 |Hum Kith Cr||DAILY MAX| (1) -- 2) 2) -- -- MONITOR ONLY
phenol MONTH AV| (1) -- (2) (2) -- --
Parachlorometa 0.6 -- -- - T BT N T NO CRITERIA|[DATLY MAX| (1) -- 2) ) -- -- MONITOR OMLY
cresot MONTH AV{ (1} -- 2) @) | -- --

mg/L: milligrans per liter (parts per million)

(1) There is no effluent data for this parameter.

pg/L: micrograms per liter (parts per billion)

(2) Discharge of this parameter is not authorized by the existing permit.
(3) See pages 7 through 16 of the Fact Sheet for a detailed discussion of these parameters.
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CALCULATION OF LONG TERM AVERAGE

. 2y _ |
LTA = WLy + e (B 70 ) - (20 )]

o 2= In L(eu¥/n) + 13

n = { (acute criteria)
n = 4 (chronic criteria)
= 2,326 (39% probability)

4

A

CALCULATION OF PERMIT LIMITS

| -
Pemit Linit = L1g * ¢ (207 = (80077
o B I TeuE/n) + 4]

number of samples per permit limit

n
averaging period

2,326 for daily maximum limit

4

z = 1,645 for monthly average limit




State of New Jersey
Department of Environmental Protection and Energy
) Environmental Regulation
Wastewater Facllities Regulation Element

CN 029

Scott A. Weiner Trenton, N} 08625-0029 Dennis Hart
. Administrator

Commissioner

Certified Mail - Return Receipt Requested

Mr. Michael J. Brinker, Executive Director

Joint Meeting of Essex and Union Counties MAR 10‘]992
500 South First Street

Elizabeth, New Jersey 07202

Re: Reguest for Information NJPDES/DSW No.NJ0024741

Dear Mr. Brinker:

As you are aware, the New Jersey Water Pollution Control Act,
(N.J.S.A. 58:10A-7b(3)) directs the Department to include in
NJPDES permits issued to POTW's with an approved pretreatment
program effluent limits for all pollutants listed under the
United states Environmental Protection Agency's Categorical
Pretreatment Standards, adopted pursuant to 33 U.S.C.,
Section 1317, and such other pollutants for which effluent
limits have been established for a permittee discharging into
said treatment works. The Act further allows the Department
to exclude those pollutants identified above if the POTW
demonstrates to the Department that the pollutant is not
discharged above detectable levels by the POTW. _ ~

The Department is currently evaluating the need for toxics
limitations for your facility and is therefore requesting
that you submit a current list of all categorical standards
appropriate to your industrial users, a copy of the local
limitations currently contained in your rules and regulations
as well as a listing of any additional pollutants for which
your facility has developed limitations for indirect user
permits based upon best professional judgement or any other

basis.

Additionally, your submission should clearly identify and
include a rationale with supporting information, for those
pollutant parameters that you feel should be excluded from
limitation, because you can demonstrate that they are not
discharged above detectable levels from your facility. The
supporting information should include a comparison of the
detection levels used for any chemical specific analyses with
the method detection levels listed at 40CFR 136 for the most
sensitive appropriate methodology for each parameter.

New Jersey Is an Lqual Opportunity Employer
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It is requested that this information be submitted within
twenty (20) days of receipt of this letter. :

If you have any questions, please contact Nancy Jones of my
staff at (609) 633-3869.

Very truly yours,_
Jefpoer Renti

Jeffrey Readlng, Chief
Bureau of Municipal Discharge Permits
Wastewater Facilities Regulation Program

cc: Pete Lynch, Metro Region
James Murphy, BPR



Joint Meeting of Essex & Unioh Counties
500 South First Street - Ellzabeth - NJ 07202
1-201-353-1313 - FAX: 1-201-353-7825

CM RRR
P 621 387 757
w —
Pc = —_
wne = A
March 26, 1992 2;} o - —
%_;r 9&")
< = :—Tl
Mr. Jeffrey Reading e Ei —
State of New Jersey o, & <«
Department of Environmental Protection and Energy Fiv = H
Environmental Regulation = Tl
Wastewater Facilities Regulation Element A E

Bureau of Municipal Discharge Permits

CN 028
Trenton, N.J. 08625=0029

Re: NJDEPE's Request for Information

Dear Mr. Reading:

We are in receipt of your letter dated March 10, 1992 requesting
information on categorical industrial users, local limitations, and
supporting documentation should we desire exclusions for parameters
that are not discharged above detectable levels from the treatment

plant.
Attached to this letter are the following items:

1) Form AR-4 from the 1992 Annual Pretreatment Report. This
form 1lists the categories in which the Joint Meeting has
categorically regulated industrial users. It is our understanding
that the Pretreatment element will provide your staff with the
regulated parameters for each of the categorical classifications.

2) Dbata printouts (by month) for the calender year 1991 of the
themical Specific Parameters for the JMEUC effluent.

Due to the voluminous nature of the printouts, we have included
only the data for 1991. Should you require any further back data,
please contact us as the data is available.

Parameters To Be Excluded from Limitations

The Joint Meeting is reguesting that the following parameters
be excluded from regquiring effluent limitations due to the data
indicating that virtually all samples resulted in "non-detectable"

T MRS S mmmmeenb - e F e M s A UillRlda = nsimetaa m Minalasiaand S EE e~ blaiark - Daralle Bark - Qridh Mranma = Ciicmmmit = lacan mmd W dand Moo
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Joint Meeting of Essex & Union Eounties
500 South First Street c Elizabeth o NJ 07202
1-201-353-1313 = FAX: 1-201-353-7925

Parameter Detection Limit
(ug/1)

Arsenic 10
Mercury 2
Antimony 50
Beryllium 10
Selenium 10

- Thallium : 50
Phenanthrene ' 10
Pyrene 10
Fluorene 10
Trichlorofluoromethane 10
Methylene Chloride *
Total Volatiles 5=-10
Total Base Neutrals 10
Total Acids 10
Total Pesticides 0.05-0.10

* Please see the information below pertaining to methylene
chloride exclusion.

The detection limits for the "Total" organics segments are typical
of the majority of the compounds found within that segment.
Attached is a copy of the January 1992 report for your perusal of

the detection limits.

Please note that we have included Total Volatiles on this 1list,
since the only volatile that has shown up has been methylene
chloride (in very minor concentrations). Therefore, should NJDEPE
feel the need to monitor volatile organics, it is requested that it
be limited to methylene chloride.

In fact, we request that the NJDEPE consider whether there is even
a need to work up limits for methylene chloride as many of the
samples were either non-detectable, present in "detected but not
gquantified" concentrations (i.e. below detectable 1limits), or
present in guantities in trace concentrations (very close to the

detectable limits).

Should you have any questions or reguire any further information
regarding this matter, please contact Cathy Pullizzi of my staff.

Sincerely,

o

Michael J¢
Executive

rinker, Jr.
irector

cc: Cathy Pullizzi, Pretreatment Coordinator
Raymond Papperman, Esg.

€mnn 3000~ mamtnarchin l Eact Mranna = Hilleide 2 Innnatnn = Maolewood = Millburn = Newark = Roselle Park = South Orange = Summit = Union and West Orange.
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1A-PHW
NYTEST ENVIRONMENTAL INC.

VOLATILE ORGANICS ANALYSIS DATA SHEET

SAMPLE MATRIX: WATER SAMPLE XD'?_ 7616
CONC. LEVEL: LOW LAB ID: 1090601
ANALYS1S DATE: 1/13/52 DIL FACTOR: 1.00
% MOISTURE:NA
UG/L
CHPD # CAS Number VOLATILE COMPQUNDS
1 |74-87-3 | thloromethane | 10.0u. |
2 |74-83-9 | Bromomethane | 1v.o0uU. | c
3 |75-01-4 | vinyt chloride | 10.0u. |~
4 |75-00-3 | Chloreethane | 18.0 V. | Bl
5 |75-09-2 | Methylene Chioride | 108 | /C-10 = ©
6 167-64-1 | 2-Propanone | 7038 | #-2p =0
7 |75-15-0 | cerbon disulfide | 5.0U. |
& |75-35-4 | 1,1-Dichloroethene | 5.0U. |
9 |75-34-3 | 1,1-Dichlorocethane | 5.0U. |
10 |540-59-0 | 1,2-Dichlorcethene (trans) | 5.0U. |
11 |67-66-3 | chloroform ’ [ 2.0J. |
12. |107-06-2 | 1,2-Dichloroethane | 5.0u. |
13 |78-93-3 | 2-Butanone | 10,0 U. |
14 |71-55-6 | 1,1,1-Trichloroethane | 5.0u. |
15 |56-23-5 | carbon Tetrachloride ] 5.0uU. |
16 |108-05-4 | vinyl Acetate | 10.0 U. |
17 |75-27-4 | Bromodichloromethane | 5.0U. |
18 |78-87-5 | 1,2-Dichloropropane | 5.0u. |
19 ]10061-01-5 | cis-1,3-Dichloropropene | 5.0U. |
20 |79-01-6 | Trichloroethene | 5.0u. |
21 |124-48-1 | Dibromochloromethane | s.0u. |
22 | 79-00-5 | 1,1,2-Trichloroethane | sou, | &7
23 |71-43-2 | Benzene ' | 5.0u. |
2. |10061-02-6 | Trans-1,3-Dichloropropene | 5.0u. |
5 |73-25-2 | Bromotorm | 5.0u. |
25 |108-10-1 | 4-Methyi-2-Pentanone | 10.0 U. |
27 -|591-78-6 | 2-Hexsnone | 10.0Uu. |
28 [127-18-4 | Tetrachioroethene | 5.0u. |
29 |79-34-5 | 1,1,2,2-Tetrachloroethane | 5.0u. |
30 |108-88-3 | Toluene | 5.0U
31 1108-50-7 | thlorobenzene | 5.0
32 |100-41-4 | Ethylbenzene | 5.0
33 |100-42-5 | styrene | 5.0
34 [1330-20-7 | Xylene (total) | 5.0
35 |107-02-8 | Acrolein | 100.0
36 |107-13-1 | Acrylonitrile | 100.0 U.
37 |110-75-8 | 2-Chloroethylvinylether 1 10.0 u.
38 | _ | pichloradifluoremethane | 10.0
39 | | pichlorobenzene (totsl) | 30.0
40 | | Trichlorofluoremethane | 10.0
“ | | |
| |

n..nn19



1B-PHW

NYTEST ENVIRONMENTAL IXC.

SEMIVOLATILE ORGANICS ANALYSIS DATA SHEET

Page 42 of 49

SAMPLE MATRIX: VATER SAMPLE 1D: 7616
CONC. LEVEL: Low LAB ID: 1090501
EXTRACTION DATE:  176/92 DIL FACTOR: 1.00
ANALYSIS DATE:  1/23/92 X MOISTURE: NA
ue/L : uG/L
CHPD # CAS Number BASE NEUTRAL COMPOUNDS CHPD #  CAS NumberBASE NEUTRAL/PAH CONPOUKDS
1| 111-44-4 | bis(2-Chloroethyl)ether | 10,0 U, | 42 | 91-20-3 | Naphthalene | 10.0 U. |
2 | 541-73-1 | 1,3-Dichlorobenzene | 10.0 U. | 43 | 208-96-8| Acensphthylene | 10.0u. |
3 | 106-46-7 | 1,4-Dichlorobenzene | 10.0 . | & | 23-32-9 | Acenaphthene I 10.0u. |
4 | 95-50-1 | 1,2-Dichlorobenzene | 0.0 u. | 45 | 86-73-7 | Fluorene | 10.0 U. |
5 | 108-60-1 | bis(2-chloroisopropyliether | 10.0 U. | 46 | 85-01-8 | Phenanthrene | 10.0U. |
6 | 621-64-7 | H-Nitroso-Di-n-Propylamine | 10.0U. | 47 | 120-12-7| Anthracene | 10.0u. |
7 | 67-72-1 | Hexachloroethane | 10.0 U. | 48 | 206-44-0} Fluoranthene | 10.0 U,
8 | 98-95-3 | Nitrobenzene | 10.0 U. | 49 | 129-00-0| Pyrene | 10.0uU. |
9 | 78-59-1 | Isophorone | 10.0 U. | 50 | 56-55-3 | Benzo(a)Anthracene | 10.0 U. |
10 | 111-91-1 | bis(2-chloroethoxy)Methane | 10.0U. | 51 | 218-01-9| Chrysene | 10.0U. |
11 | 120-82-1 | 1,2,4-Trichlorobenzent | 10.0U. | 52 | 205-99-2| Benzo(b)Fluoranthene | 10.0U. . |
12 | 106-47-8 | 4-Chlorosniline | 10.0u. | 53 | 207-08-9| Benzo(k)Fluoranthene | 10.0 U,
13 | 87-68-3 | Hexachlorobutadiene | 10.0 U. | 54, | 50-32-8 | Benzo(a)Pyrene | 10.0 U.
14 | 91-57-6 | 2-Hethylnaphthalens ] 19.0 U, | 55 | 193-39-5| Indena(1,2,3-cd)Pyrene | 10.0U. |
15 | 77-47-4 | Hemschlorocyclopentadiene | 10.0 U. | 56 | 53-70-3 | Dibenz(a,h)Anthracene | 10.0uU. |
16 | 91-58-7 | 2-Chloronaphthalene | 10.0 U. | 57 | 191-24-2| Benzo(g,h, i)Perylene | 10.0u. |
17 | 88-74-4 | 2-Nitroaniline | 50.0uU. | 58| | | |
18 | 131-11-3 | Dimethyl Phthalate | 10.0u. | 59| ] | |
19 | $9-09-2 | 3-Nitroanitine | 50.0u. | 60| | | |
20 | 132-64-9 | Dibenzofuran | 10.0 U. | | ACID COMPOUNDS |
21 | 121-14-2 | 2,4-Dinitrotoluene | 10.0 U. | | : |
22 | 606-20-2 | 2,6-Dinitrotoluene | 10.0 u. | 61 | 108-95-2| Phenol | 10.0 . |
23 | 8-66-2 | Diethylphthalate | 10.0u. | 62 | 95-57-8 | 2-Chlorophenol | 10.0 U.
24 | 7005-72-3 | 4-Chlorophenyl-phenylether | 10.0u. | 63 | 100-51-6] Benzyl Alcohot | 10.0 U. |
25 | 100-01-6 | 4-Nitroaniline | 50.0 U. | &4 | 95-48-7 | 2-Methylphenol | 10.0 u. |
26 | 85-30-6 | N-Nitrosodiphenylamine ] 10.0u., | 65| 106-44-5| 4-Nethylphenol I 10.0 V.
27 | 101-55-3 | &-Bromophenyl-phenylether | 10.0U. | 66 | 88-75-5 | 2-Nitrophenol e | 10.0 U.
28 | 118-74-1 | Hexachlorobenzene | 10.0u. | &7 | 105-67-9| 2,4-Dimethylphencl | 10.0 U.
29 | 8-74-2 | Di-n-Butylphthalate | 10.0 U. | 68 | 65-85-0 | Benzoic Acid i 3.0J. |
30 | 85-68-7 | Butylbenzylphthalate | 10.0u. | 69 | 120-83-2| 2,4-Dichloroph=nol | 10.0 . .|
31 | 91-94-1 | 3,3/-Dichlorobenzidine | 20.0U. | 70 | 59-50-7 | 4-Chloro-3-Methylphenol | 10.0 U.
32 | 117-81-7 | bis(2-Ethylhexyl)Phthalate | L1.04. | 71| 88-06-2 | 2,4,6-Trichlorophencl | 10.0 U.
33 | 117-84-0 | Di-n-Octyl Phthalate | 10.0U. | 72 | 95-95-4 | 2,4,5-Trichlorophenol ] 50.0 U.
34 | 62-T5-9 | N-Nitrosodimethylamine | 10.0u. | 73| 51-28-5 | 2,4-Dinftrophensl | 50.0U. |
35 | 62-53-3 | Aniline | 10.0u. | 74 | 100-02-7| 4-Nitrophenol | 50.0 U.
36 | 92-87-5 | Benzidine | 80.0u. | 75 | 534-52-1| 4,6-Dinitro-2-Methylphenol | 50.0 U.
37 | | pioxin (Screen) | KD | 76 | 87-85-5 | Pentachlorophenol | 50.0 U.
38 | | 1,2-Diphenylhydrazine | 10.0 U. | 7] | |
39 | I I | 7| I I
40 | I I | 7 I I
41 I I | 80| I I
-~
Totad BN = L0 Totul Acd = /S

0u013
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NYTEST ENVIROMMEKTAL INC.

TCL PESTICIDE/PCB ORGANICS ANALYSIS DATA SHEET

SAMPLE MATRIX: WATER SAMPLE 1D: 7616

CONC. LEVEL: LOW LAB SAMPLE ID: 1050601

EXTRACTION DATE: 1/7/92 DIL FACTOR: 1.00

AMALYSIS DATE: 1/29/92 X MOISTURE: NA

us/L
CHPD #  CAS Number PESTICIDE/PCB COMPOUND

1| 319-84-6 " | Alpha-BHC | 0.050 U. |
2| 319-85-7 | Beta-sHC [ ©0.050 U. |
3 | 319-86-8 | Delte-BHC | 0.050 u. |
4 | 58-89-9 | Gemma-BHC(Lindane) | 0.050 U. |
5 | 76-44-8 | Beptechlor | 0.050 U. |
6 | 309-00-2 | Aldrin | 0.050 U. |
7 | 1024-57-3 | Heptachlor Epoxide | 0.050 U. |
8 l 959-98-8 ' Endosul fan 1 I 0.050 U. I
9 | 60-57-1 | bieldrin | 0.100 U. |
10 | 72-55-9 I 4,41-DDE | 0.100 U. |
11 | 70-20-8 | Erdrin - 0.100 U, |
12 | 33213-65-9 | Endosulfan 11 | 0.100 U. |
- 13| 72-54-8 | 4,4-D0D | c.100 U. |
14 | 1031-07-8 | Erdosulfan Sulfate | 0.100 u. |
15 | 50-29-3 | 4,41-00T | 0.100 U. |
16 | 53494-70-5 | Endrin Ketone | 0.100 U. |
17 | 72+-43-5 I Methoxychlor I 0.500 U. I
18 | 57-74-9 | chlordane | 0.500 U. |
19 | 8001-35-2 ] Toxaphene ] 1.000 U. |
20 | 12674-11-2 | Aroclor-1016 | NA |
21 | 11104-28-2 | Aroclor-1221 | NA I
22 | 11161-16-5 | Aroclor-1232 | HA |
23 | 53469-21-9 | Aroclor-1242 | NA |
24 | 12672-29-¢ | Aroclor-1248 | NA |
25 | 11097-69-1 | Aroclor-1254 ] HA |
26 { 11096-82-5 | Aroclor-1260 | HA |
: | | |

Totlwp Pest= <40

Qubl14



LO CFR 414, OCPSF Pollutants

Pollutant Sample Test Results Federal Limitsg
: Type Daily / Mtly
(Dec) (Jan) (Feb) Max / Avg
~ Acenaphthene C 47/19 *
~Benzene G 134/57
—Carbon Tetrachloride G 380/142
~Chlorobenzene G 380/142
~1,2,4-Trichlorobenzene C 794/196
Hexachlorobenzene C 794/196
~1,2-Dichloroethane G 574/180
-1,1,1-Trichloxrocethane G 59/22
- Hexachloroethane C 794/196
~1,1-Dichloroethane G 59/22
=1,1,2-Trichloroethane G 127732
= Chloroethane G 295/110
~ Chloroform G 325/112
- 1,2-Dichlorobenzene G 794/196
“1,3-Dichlorobenzene G 380/142
~1,4-Dichlorobenzene G 380/142
1,1-Dichloroethylene G 60/22
-1,2-Trans-
dichloroethylene G 66/25
—1,2-Dichloropropane G 794/186
1,3-Dichloropropylene G 794/196
2,4-Dimethylphenol C 47/19 *
~ Ethylbenzene G 380/142
~ Fluoranthene o 54/22 *
~ Methylene Chloride G 170/36
Methyl Chloride G 295/110
—Hexachlorobutadiene c 380/14>2
= Naphthalene C 47/19 *
- Nitrobenzene C 6,402/2,237
~2-Nitrophenol C 231/65
= 4=-Nitrophenol C 576/162
*~ 4,6-Dinitro-o-cresol C 277/78
™ Phenol C 47/19 *
- Bis(2-ethylhexyl)
phthalate C 258/95 *
~ Di-n~-butyl phthalate c 43/20 *
Diethyl phthalate C 113746 *
—Dimethyl phthalate C 47/19 *
-~ Anthracene C 47/19 *
-~ Fluorene C 47/19 *
~ Phenanthrene C 47/19 *
- Pyrene C 48/20 *
Tetrachloroethylene G 164/52
- Toluene G 74/28
— Trichloroethylene G 69/26
Ainyl Chloride G 172797
-Total Cyanide G 1,200/420
- Total Lead C 690/320
. Total Zinc C 2,610/1,050
_ PH G 5.0 S.U. Minimum
G = Grab Sample C = Composite Sample * = Remanded

7a. Based on the above, the wastewater discharge:
is in compliance. is not in compliance.
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40 CFR 413 and 433

The term "TTO" shall mean total toxic organics, which is the summa-
tion of all quantifiable values greater than .01 milligrams per
liter for the following toxiq,organics:

Acenaphthene -
Acrolein
Acrylonitrile
Benzene
Benzidine

Carbon Tetrachloride (tetrachloromethane) —— e

Chlorobenzene
l,2,4-trichlorobenzene
Hexachlorobenzene
l,2,~dichloroethane
l,1,1-trichloroethane
Hexachloroethane-
l,1~dichloroethane
l1,1,2-trichloroethane
1,1,2,2-tetrachloroethane

.Chloroethane

Bis (2-chloroethyl) ether
2-chloroethyl vinyl ether (mixed)
2-chloronaphthalene

2,4,6-trichlorophenol

Parachlorometa cresol : -

Isophorone .
Chloroform .(trichloromethane)
2-chlorophenol -

l,2-dichlorobenzene
1,3-dichlorobenzene
1,4-dichlorobenzene
3,3-dichlorobenzidine
l,1-dichloroethylene
l,2-trans-dichloroethylene
2,4-dichlorophenol
l,2-dichloropropane (1,3-dichloropropene)
2,4-dimethylphenol .
2,4,-dinitrotoluene
2,6-dinitrotoluene

'1,2-diphenylhydrazine

Ethylbenzene
Fluoranthene

4~-Chlorophenyl pheryl ether
{-Bromophenyl phenyl ether

Bis (2-chloroisopropyl) ether
Bis (2-chloroethoxy) methane
Methylene Chloride {(dichloromethane)
Methyl Chloride (chloromethane)
Methyl Bromide (bromomethane)
Bromoform (tribromomethane)
Dichlorobromomethane
Chlorodibromomethane



Napthalene
Nitrobenzene
2-nitrophenol
4-nitrophenol
2,4-dinitrophenol
4,6-dinitro-o-cresol
N-nitrosodimethylamine
N-nitrosodiphenylamine
N-nitrosodi-n-propylamine
Pentachlorophenol
Phenol
Bis (2-ethylhexyl) phthalate ___ _ ._ ___
Butyl benzyl phthalate '
Di-n-butyl phthalate
Di-n-octyl phthalate
Diethyl phthalate
Dimethyl phthalate
1,2-benzanthracene

(benzo (a)anthracene)
Benzo(a)pyrene (3,4-benzopyrene)
3,4-Benzofluoranthene (benzo (b)fluoranthene)’
11,12-Benzofluoranthene (Benzo (k) fluoranthene)

Chrysene

Acenapthylene .

Anthracene

1,12-Benzoperylene (Benzo(ghi)perlene)

Flucrene ‘

Phenanthrefie

1,2,5,6-Dibenzanthracene (Pibenzo(a,h)anthracene)

Indeno(1,2,3-cd) pyrene (2,3-o-phenlene pyrene)
Pyrene

Tetrachlorpethylene

Toluene

Trichloroethylene

Vinyl chloride (chloroethylene)

Aldrin
Dieldrin
Chlordane (technical mixture and metabolites)
4,4-DDT
4,4-DDE (p,p-DDX)
4,4-DDD (p,p-TDE)
Alpha-endosulfan
Betg-endosulfan
Endosulfan sulfate
Endrin
Endrin aldehyde
Heptachlor
Heptachlor epoxide
(BiC~-hexachlorocyclohexane)
Alpha-BHC
Beta-BHC
Gamma~BHC
Delta~BHC



(PCB-polychlorinated biphenyls)

PCB-1242
PCB~-1254
PCB-1221
PCB-1232
PCB-1248
PCB-1260
PCB 1016
Toxaphene

2,3,7,8~Tetrachlorodibenzo-p-dioxin (TCDD)

{Arochlor 1242)
{Arochlor 1254}

(Arochlor 1221).

{Arochlor 1232)
{Arochlor 1248)
{Arochlor 1260)
(Arochlor 1216}

Page 47 of 49
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OWNER/OPERATOR

. Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth -~
Elizabeth

- Elizabeth
Elizabeth
Elizabeth
Elizabeth

“Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
Elizabeth
El izabeth
Etizabeth
Elizabeth
Elizabeth
El izabeth
Elizabeth
Elizabeth

€S0 # £SO LOCATION

019
020
021
022
023
02
025
026
027
028
029
030
031
032
034
035
001
002
003
005
006
067
008
009
010
o1
012
013
014
015
016
017
036
037
038
039
040
041

042"

Bridge St, S Bank
Bridge St, N Bank~
State Highway 25
South St, E Bank
South St, W Bank
Norwood Terr.
Montgomery St

John Street

Summer Street
Summer Street
Elizabeth Avenue

E Jersey St
Livingston Street
Magnolia Avenue
Trumbull St

Third Avenue

Alina St. No. 1
powd Ave. No. 2
Westfield Ave No 3

Westfield Ave. No. 5

Ccrane St. No. 6
W. Grant, E. Bank

W. Grand, W. Creek

Murray St., E. Bank
Murray St., W. Bank

Rahway Ave., W. Bank
Rahway Ave., E. Bank

s. of Rahway Ave.

Broad St., N.-Bank
Broad St., N. Bank
Broad St., S. Bank
Broad St., S. Bank

Irvington Ave.Dod Ct

Bayway

Trenton Ave, E Bank
Schiller St.
Pulaski St.

Morris Ave.

Bridge St.

TABLE 111-CSO-1

c oo0oRrRD

40 39 38
40 39 39
40 39 32
40 39 28
40 39 28
40 39 25
40 39 22
40 39 15
40 38 59
40 38 59
40 38 39
40 38 47
40 38 48
40 38 51
40 39 7
40 38 33
40 40 49
40 40 19
40 40 4
40 40 4
40 40 1
40 39 58
40 39 58
40 39 47
40 39 47
40 39 41
40 39 41
40 39 39
40 39 39
40 39 39
40 39 38
40 39 38
40 40 15
40 38 6
40 38 50
40 39 47
40 38 47
40 40 10
40 39 32

74
74
74
7
74
7
74
74
74
74
7
74
74
74
7%
74
74
74
74
74
74
7
74
74
74
74
74
7%
74
74
74
7
74
7
74
74
74
74
74

12 33

Y
w
o

-
w
>~

WATERBOOY NAME

Elizabeth River
Elizabeth River

Elizabeth River

Elizabeth River
Etizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Arthur Kill
Arthur Kill
Arthur Kill
Arthur Xill
MNewark Bay
Elizabeth River
peripheral Ditch
Great Ditch
Elizabeth River
Elizabeth River

9 Elizabeth River

Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Elizabeth River
Arthur Kill

Elizabeth River
Great Ditch

Elizabeth River
Elizabeth River
Elizabeth River
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SE3.

SE3

SE3

SE3

SE3

SE3

SE3

SE3

SE3

SE3

SE3

SE3

SE3

SE3 -

SE3

SE3 -
FW2-NT
FW2-NT
FW2-NT -
FWZ-NT -
FW2-NT:
FU2-NT -
FW2-NT ~
FW2-NT
FW2-NT @
FU2-NT =
FW2-NT.
FW2-NT -
SE3 -

SE3 -

SE3

SE3 .

SE3

SE3 -

SE3
Fu2-NT
SE3 -
FW2-NT = 7
SE3
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STATEMENT OF BASIS/FACT SHEET

Addendum for Residuals Conditions
For NJPDES Permit to Discharge
Into the Waters of the State of New Jersey

I. NAMES AND ADDRESSES:
NJPDES Permit No: NJ0024741

FACILITY TYPE: Wastewater Treatment Plant

FACTILITY LOCATION:

Joint Meeting of Essex and Union Counties
500 South First Street
Elizabeth, New Jersey 07202

NAME AND ADDRESS OF PERMITTEE:

Joint Meeting of Essex and Union Counties
500 South First Street
Elizabeth, New Jersey 07202

The following shall constitute an addendum to the fact sheet
and statement of basis regarding issuance of the residuals
conditions in the Revoke and Reissue Permit to the permittee

above.

II. DESCRIPTION:

The facility currently generates approximately 73,000 dry
lbs/day of sludge at a flow very close to the de51gn flow of
the sewage treatment plant. As defined in the Statewide
Sludge Management Plan, sludge is "the so0lid residue and
associated liquid resulting from phy51cal chemical or
bioclogical treatment of wastewater in a domestlc treatment
works." All sludge produced by the above named permlttee is
transported to -Pennsylvania for landfill disposal until a
long-term sludge management plan is implemented pursuant to
the terms of a Judicial Consent Decree (JCD - Civil Action

No. 89-3339 xx-HAA).

Major components of the sludge treatment and dewatering
operation prior to its management consist of the following:

a) Coarse bar and fine screening.
b) Grit settlement and removal.
c) Primary settling.

d) Aeration of activated sludge.
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e) Secondary clarification and chlorination.

f) Gravity and centrifuge thickening of primary and
secondary sludges.

g) Anaerobic digestion.
h) Centrifuge dewatering.

The sludge aewatering facility also consists of storage
capabilities, lime stabilization processes, filtrate return
systems, compressed air systems and controls and

instrumentation.

IITI. BASIS FOR PERMIT CONDITIONS

All Residuals Management Conditions have been incorporated
into the draft Revoke and Reissue Permit in accordance with
the requirements of the NJPDES Regulations,_N.J.A.C. 7:14A-1
et seg., promulgated pursuant to the authority of the
following applicable acts:

(a) New Jersey "Water Pollution Control Act" and amendments
N.J.5.A. 58:10A~-1 et seq.

(b) New Jersey "Solid Waste Managément Act" and amendments
N.J.5.A. 13:1E-1 et seq.

In addition, pursuant to the Water Quality Planning Act
(N.J.5.A. 58:11A-1 et seq.), the Statewide Sludge Management
- Plan and N.J.A.C. 7:14A-3.13 (a)l5, the JMEUC submitted a
plan for management of the residuals projected to be produced
at the treatment plant. The Department found said plan to
meet the regquirements of the Statewide Sludge Management Plan
on July 12, 1989. Accordingly, the conditions of the )
Generator Sludge Management Plan have been incorporated into
the draft Revoke and Reissue Permit. Any subsegquent :
modification to the JCD may necessitate the appropriate
modification(s) to the sludge management plan.

IV. PROCEDURES OF REACHING A FINAL DECISTION ON THE PERMIT

The appearance of the public notice in the newspapers marks
the commencement of the mandatory 30 day comment period
required by Section 8.1 of the New Jersey Pollutant Discharge
Elimination System Regulations, N.J.A.C. 7:14A-1 et seq.
During this time frame, both the permittee and concerned
citizens may offer comments concerning the terms and
conditions of this draft permit or may request that a non-
adversarial public hearing be conducted whenever the NJDEPE
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determines that there is significant public interest in the
permit decision. All comments must be submitted within the

appropriate time frame and in writing to:

Administrator
New Jersey Department of Environmental Protection and Energy
Wastewater Facilities Regulation Program
CN-029
"Trenton, New Jersey 08625

V. DEPE CONTACT

Additional information concerning the residuals conditions of
this permit may be obtained between the hours of 8:30 A.M.
and 4:00 P.M., Monday through Friday from: Marc Kerachsky at

(609) 633-3823.






THE INTERSTATE BANTTATION COMMISSIOR AND THE CITY OF ELIZABETH
A CASE STUDY 1N INTERCOVESHMEWFAL ENFPORCEMENT

by

Joha ¥, Malloy, Jr.

A thesis presented to the facuity of the
Graduate School of Public Administration,
New York University in pertisl fulfillmest
of the requirements for the degree of
Mester of Public Administration.

Oraduste School of Public Adminigtration

Few York Unlversity
4 Washington Squere
Bew York 3, New York

June, 1965

BAB000162

it




SCALE  EESlpnl Tl

SEWERAGE WORKS BULT TO

b COAPALY WITH INTECSTATE

P ENSANI TATSON CONINIASS/ON ORLERS
I . /957

] -~ - ~—
[ -

N O FPREPACED BY JF APALLOY .
~ ¢ oCTT 26, /1964 e

! Easreesy wNTERcEPrOe
| | SSEWER — COMAETED /N A95)

S22 7ION o\
1GANDONELD) |

CUALS STHTTON T s
ISCHARGE 7o
TREATAIENT

Re,,  fLANT

—

§ 0695 @ ANO CONTINUE =~

= JO VS CAIRCGLE AW SENAGE

CINTD DISTRICT WATERS A5 OF
OCTOBER Z6 /96

o

Lig

1

7

M

: g’ - 8
7IN

v
d }

W ELgll 4

TEATAIEN T
| HAMGEEES

SLANT

ge o C R S

TATLAK v 9 -

> o PrIt i V2 1 5’! 5 ( :
243°T A H )

ELFL UENT R
TREATAJEN 7~ FLANT - )

2 GQMGO /) VIS o arso

EY P - I3 ’ F 4 ) tol

CORMECTEDL TC 1861
CITY ENGINEZRAING CEPARTAENT
\ %
EEEC—ES e e L TR ey~ — .-- - o ———

16 R I73 3 .. 2 e —



SCALE DSl i~

AW SEWAGE DISCHASTE INTO
4 INTERSTATE SIN/ITATICN
s S&/577€/CT WATERS /N /932

“‘ ¥ .
. . g v
SN A o
T -~ -~ 2 a
o -J .

N\ O PRERRED By JFAALLOY
N O(,_ ocr /9, /964

ROSELLF

P
SLWAGE FLO.
APECTLY 7O
OINT TRUNK "X
IEWERS — -

T SN, ﬁ\ BN
b [P X L IO P .b”
-~

. esrEreLy 3 T
g INTERCEFTOR SEWER,

7
L

B ,454. .1; .
< % e - >
5 ) , \Q_,-,,A
S - T METAL

s
iy '-_'_

0.3 NGD

3

STATION -5

DI e gy 0

24 e PN
it
i A
\

TORALLZTED T i9eE:
EwOimeE R NG ST OART\AENT
S

AN




d & [
|, e
| .
.
K %
pE
-
w R
e LY
&,

= \_’
ot

-
Fow?

OCT 26, /9GH

NIEW JERSE
SEWERA GE WOorRKS SUL7T TO

/957

PRECACED BY A AILLOY

B w
A
= 5

vy INITH INTERSTATE 1
L INY TA TSON CONNIASSION OROER |

CI'TY OF ELIZABETH

e | ¢ /. N T e
| /e 8 3
| W K NS wwﬂ
1 397 W/ N
N v < . \ N m quﬁ
S - o % mt« @WT
4 S PR 3s
|3 ol
kS W A 0 E/.
SN\ RN
E | N | A\ EGA
_ X @Ar
X AR
| w \.\\.uﬂﬁﬁx Ham
1
n..,.
e i
- i

TOWNSHIP

CTYS S



CTowiswr
Nege SUBDLENIEN 7-4.6 Y
~SOINT™ TRRUNK SEWER

L EVEREMELN
X rETERY

MAP
OF THE
CITY OF ELIZABETH
NEW JERSEY

SCAME DS miedT T

- - AW SEWAGE DISCHACGE N7O
AR AT B S e e S e R A 4 INTERSTATLE SANI/JAT/CN
% o, VGG A A & g AR - e o - CUSTHRICT WA7ERS /N /932

C OrERFLOW GULATTA
| CHMBER S ¢

y
~ -~
-

EEOVERES Y y"\;: P
T T T NN,

rl

WESTERLY 5 f
INTERR CEF7 DO,
i Ee S

’ O3/ NGD







Elizabethtown Gas - About Us Page 1 of 1

i ., AboutUs | Careers | Promotions | Natural Gas Safety | Advantages of Natural Gas :

\‘ . | = |n Our Community | Gall Before You Dig | Press Room | Rates and Tariff | Site Map
- Elizabethtown Gas * |

An AGL Resources Comparny SEARCH

1-800-492-4009

For Your Businessy{; Natural Gas Leaks, Odors or Emergencies

For Builders/Developer

Our Service Territory

Find out where "‘ﬁj
we serve > i

About Us

Our Role
4 Elizabethtown Gas, a subsidiary of AGL Resources, serves more than 260,000 residential,

g I business and industrial natural gas customers in New Jersey. We serve parts of Union,

5 DAY S Middlesex, Sussex, Warren, Hunterdon, Morris and Mercer counties. Our parent company, AGL

T, !,.'-”"';.é Resources (NYSE:ATG), is positioned to become one of the nation's preeminent distributors of
H ,{_.«“ " natural gas.

Natural Gas Appliances Our History

Find what you're looking for

here..it's easy! 1855 Elizabethtown Gas was founded to fuel the 300 gaslights lining the streets of the city now

known as Elizabeth, N.J. For the first century of our existence, Elizabethtown Gas used
coal to manufacture the gas we delivered.

1951 Our company converted 1o natural gas, which was delivered to New Jersey through a
network of interstate pipelines.

1969 NUI was founded, and Elizabethtown Gas became part of the corporation.

2004 Elizabethtown Gas became a subsidiary of AGL Resources Inc. (NYSE:ATG), an Atlanta-
based energy holding company.

Find 2 Natural Gasg TodayAs part of the AGL Resources family, we constantly strive to provide efficient, economical

Advantage Dealer and reliable service to our customers.

Locste a Heating snd Cooling
dealer in your area
Search How >

N J

BAC000001
http://www .elizabethtowngas.com/Universal/AboutUs.aspx 3/6/2008
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SEC Info - Nui Corp - 8-K - For 3/15/95 - EX-99

My Interests Help SignlIn Please Sign In

SEC Info Home Search

Nui Corp - 8-K « For 3/15/95 - EX-99
Accession Number 70668-95-18

Filed On 3/15/95 - SEC File 1-08353 -

Show docs searched . .- and every "hit".

in_this filing. 5 : '
Help.. Wildcards: ? (any letter), * (many). Logic: for Docs: & (and), | (or); for Text: | (anywhere), "(&)" (near).

on/For/As Docs:Pgs

As Of Filer Filing
3/15/95 Nui Corp 8-K{5,7} 3/15/95 2:6
Current Report : Form §-K
Filing Table of Contents
Document/Exhibit Description Pages Size
1: 8-K Current Report 4 12K
2: EX-99 Miscellaneous Exhibit 2 13K
EX-99 - Miscellaneous Exhibit

http://www.secinfo.com/d25Z3.at.d.htm

1/18/2008
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EXHIBIT 99
For Immediate Release

NUI CORPORATION HOLDS ANNUAL MEETING
RESTRUCTURING PLAN ANNOUNCED

Union, N.J. -- March 14, 1995 -- NUI Corporation (National Utility
Investors; NYSE: NUI) hosted its 141lst Annual Meeting of Shareholders
today at the company's Elizabethtown Gas offices in Union, N.J. During
the planned remarks, John Kean, Chairman and Chief Executive Officer of
NUI Corporation, reviewed the company's results during the past year and
highlighted the entrance of “change” and "competition" in the gas
distribution industry, marked by the end of the monopolistic era.

Kean, Jr. Named CEO

John Kean, Jr., 37, who serves as President and Chief Operating
Officer of the multi-state utility was earlier in the day named Chief
Executive Officer, effective April 1, succeeding his father. Mr. Kean,
Jr. was also elected to the NUI Board of Directors. (See related
announcement) . During the Annual Meeting, Kean, Jr. outlined the
company's plan to restructure operations and updated shareholders on
cost-cutting and other streamlining efforts, designed to further
strengthen NUI's operating position in the vears to come.

Consolidation of Pennsylvania & Southern and City Gas divisions

Mr. Kean, Jr. announced the merger of the company's Pennsylvania &
Southern Gas Company and City Gas Company of Florida divisions to create
a Southern Division and eliminate certain redundancies within the
Corporation. Lyle C. Motley, Jr., 53, currently President of
Pennsylvania & Southern Gas Company, was named President of the Southern
Division, also effective April 1.

The Southern Division will be based in Hialeah, Florida and will
serve the 114,000 customers of City Gas Company of Florida, North
Carolina Gas Service, Elkton Gas Service, Valley Cities Gas Service, and
Waverly Gas Service. The service area will encompass over 1,500 square
miles.

Following the relocation of key personnel and consolidation of
divisional functions, the Sayre, Pennsylvania office, formerly the
corporate offices of Pennsylvania & Southern Gas Company, will be
closed.

Change and Competition

As part of today's meeting, the company featured a series of
displays documenting the changes the gas distribution industry has
undergone over the years. Included in the displays were discussions of
the shift in the regulatory framework, the advent of transportation or
"unbundled" service in New Jersey, and the profound changes affecting
the gas supply component of the industry, as well as features of new NUI
customers.

In his comments, Mr. Kean, Jr. noted, "We are excited and ready to
compete in the new gas marketplace. Operating in one of the first states
to unbundle the commercial market, NUI is provided a unique opportunity

Sequential Page 5 of 6
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to be one of the first utilities in the United States to gain
experiences in this new level of deregulation."

Elizabethtown Gas Company Restructures

Kean, Jr. also announced the restructuring of the New Jersey
division's operations to facilitate greater operational and customer
service efficiency. Effective April 1, David Vincent, 51, formerly Chief
Financial Officer of NUI Corporation, will join Elizabethtown Gas as
Senior Vice President, to oversee common service functions for NUT,
including Management Information Systems, Marketing support, Risk
Management and Purchasing. Mary Patricia Keefe and Richard O'Neill,
currently Group Vice Presidents of Elizabethtown Gas, were also named
Senior Vice Presidents of Elizabethtown Gas.

Early Retirement Program Results Announced

Kean, Jr. also reviewed the results of the company's early
retirement programs, instituted in the New Jersey and Pennsylvania &
Southern divisions to reduce workforce. The company has achieved its
target of a 10 percent reduction in workforce, including 95 participants
in the early retirement programs. Kean, Jr. announced the company will
take a pre-tax charge of $4.1 million in the second quarter to reflect
costs associated with the program. Going forward, this reduction in
workforce is expected to generate approximately $3.4 million (pre-tax)
in annual savings.

Complementing the companvy's workforce reduction efforts, Kean
highlighted savings achieved through administrative changes in the
company's health plans and results from the company's renegotiation of
labor contracts in November, which resulted in greater operating
flexibility.

Shareholders Approve All Proposals Set Forth by Management

During the Annual Meeting, shareholders approved all proposals set
forth by management.

NUI Corporation (National Utility Investors; NYSE: NUI), based in
Bedminster, N.J., is a multi-state gas utility serving over 347,000
customers in six states. The company's operating divisions include
Elizabethtown Gas-Company, City Gas Company of Florida, North Carolina
Gas Service, Valley Cities Gas Service (PA), Waverly Gas Service (NY)
and Elkton Gas Service (MD).

#H#

Contact: Alexandra Pruner
908/719-4222
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Filed On 3/2/01 5:07pm ET - SEC File 1-08353 : Accession Number 898080-1-98
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
Form 8-K
Current Report
Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934
Date of Report (Date of Earliest Event Reported): March 2, 2001

[Enlarge/Download Table]

Commission Exact Name of State of IRS Employer Registrant's
File Number Registrant as Incoxporation Identification Telephone Number
Specified in its Number
Charter
N/A NUI Corporation New Jersey 22-3708029 (908) 781-0500
1-8353 NUI Utilities, Inc. New Jersey 22-1869941 (908) 781-0500

550 Route 202-106, P.0O. Box 760, Bedminster, New Jersey, 07291-0760
(Address of both registrants' principal executive offices, including zip code)
NUI Corporation was previously known as "NUI Holding Company"

NUI Utilities, Inc. was previously known as "NUI Corporation"

{(Former name or former address, if changed since last report)
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Item 5. Other Events

Effective March 1, 2001, NUI Corporation (currently "NUI Utilities, Inc.")
was reorganized into a holding company structure pursuant to an Agreement and

Plan of Exchange (the "Exchange Agreement") between NUI Corporation,
subsequently renamed NUI Utilities, Inc. ("NUI"™), and NUI Holding Company,
subsequently renamed NUI Corporation ("Holding Company"). The Exchange Agreement

was approved by NUI's shareholders at the Annual Meeting of Shareholders held on
March 27, 2000. Under the Exchange Agreement, each outstanding share of NUI
common stock was exchanged automatically by operation of law on a
share-for-share basis for Holding Company common stock. Each share of Holding

Company common stock previously issued to NUI was then canceled. This
transaction resulted in NUI becoming a wholly owned subsidiary of Holding
Company.

The Holding Company common shares issued to the NUI shareholders pursuant
to the Exchange Agreement were registered under the Securities Act of 1933
pursuant to Holding Company's Registration Statement on Form S-4 filed with the
Securities and Exchange Commission (the "SEC") (File No. 333-30092) and declared
effective on February 11, 2000. See the Proxy Statement and Prospectus of NUI
and Holding Company included in the Registration Statement for additional
information.

Pursuant to Rule 12g-(3)(a) under the Securities Exchange Act of 1934, as
amended, (the "Exchange Act"), Holding Company shares are deemed to be
registered under Section 12(b) of the Exchange Act. The shares have been
approved for listing by the New York Stock Exchange.

As of March 2, 2001, shares of NUI common stock are no longer listed on the
New York Stock Exchange. 1In addition, ©NUI is filing a Form 15 with the SEC to

terminate registration under the Exchange Act of shares of its common stock.

In connection with the reorganization, pursuant to the Exchange Agreement,

NUI and Mellon Securities Trust Company ("Mellon") entered into a First
Amendment to the Rights Agreement between NUI and Mellon, dated as of February
26, 2001 ("Amendment"). The Amendment precludes the reorganization from

triggering a distribution of rights under the plan, and provides that the rights
shall expire upon the consummation of the reorganization and is file as an
exhibit to this report.

Item 7. Financial Statements and Exhibits

(c) Exhibits

2 Agreement and Plan of Exchange between NUI Corporation
(subsequently renamed NUI Utilities, 1Inc.) and NUI Holding
Company (subsequently renamed NUI Corporation) dated as of March
1, 2001.

4 First Amendment to the Rights Agreement, dated as of November 28,

1995 between NUI Corporation and Mellon Securities Trust Company.

http://www.secinfo.com/drD1£.43d.htm 1/18/2008
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrants have duly caused this report to be signed on their behalf by the
undersigned hereunto duly authorized.

NUI CORPORATION

By: /s/ James R. Van Horn

Name: James R. Van Horn
Title: Chief Administrative Officer,
General Counsel and Secretary

NUI UTILITIES, INC.

By: /s/ James R. Van Horn

Name: James R. Van Horn
Title: Chief Administrative Officer,
General Counsel and Secretary

Date: March 2, 2001
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2 Agreement and Plan of Exchange between NUI Corporation (subsequently
renamed NUI Utilities, 1Inc.) and NUI Holding Company (subsequently
renamed NUI Corporation) dated as of March 1, 2001.
4 First Amendment to the Rights Agreement, dated as of November 28, 1995
between NUI Corporation and Mellon Securities Trust Company.
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AGREEMENT AND PLAN OF EXCHANGE

This AGREEMENT AND PLAN OF EXCHANGE (this "Agreement"), dated as of March
1, 2001, is between NUI CORPORATION, a New Jersey corporation (the "Company"),
the company whose shares will be acquired pursuant to the Exchange described
herein, and NUI Holding Company, a New Jersey corporation ("NUI Holding Co."),
the acquiring company. The Company and NUI Holding Co. are hereinafter referred
to, collectively, as the "Companies."

WITNESSETH:

WHEREAS, the authorized capital stock of the Company consists of (a)
30,000,000 shares of Common Stock, without par value ("Company Common Stock"),
of which 13,122,429 shares are issued and outstanding, and (b} 5,000,000 shares
of Preferred Stock, par value, of which no shares are issued and outstanding:
the number of shares of Company Common Stock being subject to increase to the
extent that shares reserved for issuance are issued prior to the Effective Time,
as hereinafter defined;

WHEREAS, NUI Holding Co. is a wholly owned subsidiary of the Company with
authorized capital stock consisting of (a) 30 million shares of Common Stock,

without par value ("NUI Holding Co. Common Stock"), of which 100 shares are
issued and outstanding and owned of record by the Company and (b) 5 million
shares of Preferred Stock, without par value ("NUI Holding Co. Preferred

Stock”), of which no shares are issued and outstanding;

WHEREAS, the Boards of Directors of the respective Companies deem it
desirable and in the best interests of the Companies and the shareholders of the
Company that each share of Company Common Stock be exchanged for a share of NUI
Holding Co. Common Stock with the result that NUI Holding Co. becomes the owner
of all outstanding Company Common Stock and that each holder of Company Common
Stock becomes the owner of an equal number of shares of NUI Holding Co. Common
Stock, all on the terms and conditions hereinafter set forth; and

WHEREAS, the Boards of Directors of the Companies have each approved and
adopted this Agreement and the Board of Directors of the Company has recommended
that its shareholders approve this Agreement pursuant to the New Jersey Business
Corporation Act (the "Act") and the shareholders have approved this Agreement;

WHEREAS, the parties hereto agree that at the Effective Time (as
hereinafter defined) each share of Company Common Stock issued and outstanding
immediately prior to the Effective Time will be exchanged for one share of NUI
Holding Co. Common Stock (the "Exchange”);

WHEREAS, for U.S. federal income tax purposes, it is intended that the
Exchange will constitute a transaction described in section 351 of the Internal
Revenue Code of 1986, as amended (the "Code):

NOW, THEREFORE, in consideration of the premises, and of the agreements,
covenants and conditions hereafter contained in this Agreement, the parties
agree as follows:

ARTICLE I

This Agreement was approved by the shareholders of the Company entitled to
vote with respect thereto for approval as provided by the Act.

ARTICLE II

Subject to the satisfaction of the terms and conditions set forth in this
Agreement and to the provisions of Article VI, NUI Holding Co. agrees to file
with the Secretary of State of the State of New Jersey (the "Secretary of
State") a Certificate of Share Exchange (the "Certificate") with respect to the
Exchange, and the Exchange shall take effect upon the effective date as
specified in the Certificate (the "Effective Time").

ARTICLE III

A. At the Effective Time:

(1} each share of Company Common Stock issued and outstanding immediately
prior to the Effective Time shall be automatically exchanged for one share of
NUI Holding Co. Common Stock, which shares shall thereupon be fully paid and
non-assessable;

(2) NUI Holding Co. shall acquire and become the owner and holder of each
issued and outstanding share of Company Common Stock so exchanged;

{3} each share of NUI Holding Co. Common Stock issued and outstanding
immediately prior to the Effective Time shall be canceled and shall thereupon
constitute an authorized and unissued share of NUI Holding Co. Common Stock;

{(4) each share of Company Common Stock held under NUI's Dividend
Reinvestment and Common Stock Purchase Plan, 1988 Stock Plan, 1996 Stock Option
and Stock Award Plan, 1996 Employee Stock Purchase Plan and 1996 Director Stock
Purchase Plan (including fractional and uncertificated shares) immediately prior
to the Effective Time shall be automatically exchanged for a like number of

http://www.secinfo.com/drD1f.43d.d.htm 1/18/2008
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shares (including fractional and wuncertificated shares) of NUI Holding Co.
Common Stock, which shares shall be held under NUI's Dividend Reinvestment and
Common Stock Purchase Plan, 1988 Stock Plan, 1996 Stock Option and Stock Award
Plan, 1996 Employee Stock Purchase Plan and 1996 Director Stock Purchase Plan,
as the case may be; and

(5) the former owners of Company Common Stock shall be entitled only to
receive shares of NUI Holding Co. Common Stock as provided herein.

B. As of the Effective Time, NUI Holding Co. shall succeed to the Dividend
Reinvestment and Common Stock Purchase Plan as in effect immediately prior to
the Effective Time, and the Dividend Reinvestment and Stock Purchase Plan shall
be appropriately amended to provide for the issuance and delivery of NUI Holding
Co. Common Stock on and after the Effective Time.

C. As of the Effective Time, the 1988 Stock Plan, 1996 Stock Option and
Stock Award Plan, 1996 Employee Stock Purchase Plan and 1996 Director Stock
Purchase Plan shall be appropriately amended to provide for the issuance and
delivery of NUI Holding Co. Common Stock on and after the Effective Time.

ARTICLE IV

The filing of the Certificate with the Secretary of State and the
consummation of the Exchange are subject to the satisfaction of the following
conditions precedent:

(1) the approval for listing, wupon official notice of issuance, by the New
York Stock Exchange, of NUI Holding Co. Common Stock to be issued and reserved
for issuance pursuant to the Exchange;

(2) the receipt of such orders, authorizations, approvals or waivers from
the New Jersey Board of Public Utilities, the Florida Public Service Commission,
the North Carolina Utilities Commission, the Maryland Public Service Commission,
the New York Public Service Commission, the Pennsylvania Public Utility
Commission and all other regulatory bodies, boards or agencies as are required
in connection with the Exchange, which orders, authorizations, approvals or
waivers remain in full force and effect and do not include, in the sole judgment
of the Board of Directors of the Company, unacceptable conditions; and

(3) the receipt by the Company of a tax opinion of LeBoeuf, Lamb, Greene &
MacRae L.L.P. ("LeBoeuf") satisfactory to the Board of Directors of the Company
to the effect that the Exchange will be treated as a transaction described in
Section 351 of the Code. In rendering such opinion, LeBoeuf shall be entitled to
rely upon customary assumptions and representations of the _Company and NUI
Holding Company that are in form and substance reasonably satisfactory to
LeBoeuf.

ARTICLE V

Following the Effective Time, each outstanding certificate which,
immediately prior to the Effective Time, represented Company Common Stock shall
be deemed and treated for all corporate purposes to represent the ownership of
the same number of shares of NUI Holding Co. Common Stock. The holders of
Company Common Stock at the Effective Time shall have no right to have their
shares of Company Common Stock transferred on the stock transfer books of the
Company, and such stock transfer books shall be deemed to be closed for this
purpose at the Effective Time.

ARTICLE VI

This Agreement may be amended, modified or supplemented, or compliance with
any provision or condition hereof may be waived, at any time, by the mutual
consent of the Boards of Directors of the Company and of NUI Holding Co.;
provided, however, that no such amendment, modification, supplement or waiver
shall be made or effected, if such amendment, modification, supplement or waiver
would, in the judgment of the Board of Directors of the Company, materially and
adversely affect the shareholders of the Company.

Notwithstanding shareholder approval of this Agreement, this Agreement may
be terminated and the Exchange and related transactions abandoned at any time
prior to the time the Certificate is filed with the Secretary of State, if the
Board of Directors of the Company determines, in its sole discretion, that
consummation of the Exchange would be inadvisable or not in the best interests
of the Company or its shareholders.
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IN WITNESS WHEREQF, each of the Company and NUI Holding Co., pursuant to
authorization and approval given by its Board of Directors, has caused this
Agreement to be executed as of the date first above written.
NUI CORPORATION
By: /s/ John Kean, Jr.
Name: John Kean, Jr.
Title: President
NUI BOLDING COMPANY
By: /s/ John Kean, Jr.
Name : John Kean, Jr.
Title: President
http://www.secinfo.com/drD1£.43d.d.htm 1/18/2008
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Decide with Confidence Business Information Report
To save report(s) to your PC, click here for instructions. Print this Report

Copyright 2007 Dun & Bradstreet - Provided under contract for the exclusive use of subscriber 263725069L

ATTN: jbenthin@inteli-group.com Report Printed: NOV 30 2007
In Date

BUSINESS SUMMARY

NUI CORPORATION d
(SUBSIDIARY OF AGL RESOURCES INC, ATLANTA, GA) /=== P R S S :
550 Route 202-206 | D&B's Credit Limit Recommendation

Bedminster, NJ 07921 l D&B's industry and risk-based limit guidance
! i
| #Learn More » View How |

......... i

Rating Change

Our information indicates this business is no longer active at this location. If you have reason to believe this business

is currently operating, please call our Customer Service Center at the phone number listed below to request an
investigation.

This is a headquarters (subsidiary) location. D-U-N-S Number: 06-015-2233
Branch(es) or division(s) exist.
Mailing PO Box 760 D&B Rating: NQ
address: Bedminster, N] 07921 Formerly

. 1R3
Web site: www.aglresources.com

Telephone: NONE

Chief PAULA G ROSPUT, CHB-PRES-CEO+
executive:

Employs: 960

History: CLEAR

SIC: 4932

Line of Natural gas distribution & other
business: combined servies

SPECIAL EVENTS

02/23/2006

BUSINESS DISCONTINUED: NUI Corporation (NUI) was acquired by AGL Resources Inc, Atlanta, GA on November
30, 2004 for approximately $825 million, including the assumption of $709 million in debt. In 2005, AGL consolidated
a number of NUI's business technology platforms into its enterprise-wide systems, including the accounting, payroll,

human resources and supply chain functions. AGL also consolidated the former NUI utility call center operations into

its own centralized call center. The combination of systems integration and the application of its operational model to

managing NUI has resulted in significant improvements in its operations, as measured by the various metrics used to
manage its business.

In 2004, AGL repaid $500 million outstanding under NUI's credit facility. Upon the repayment of the outstanding
amounts, AGL terminated NUI's credit facility.

BAC000004
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All future inquiries should be directed to AGL Resources Inc, DUNS #93-395-6211.

SUMMARY ANALYSIS

D&B Rating:NQ
The NQ rating stands for Not Quoted. This is generally assigned when a business has been confirmed as no longer
active at the location, or when D&B is unable to confirm active operations. It may also appear on some branch

reports, when the branch is located in the same city as the headquarters. For more information, see the D&B Rating
Key.

CUSTOMER SERVICE

If you have questions about this report, please call our Customer Resource Center at 1.800.234.3867 from anywhere
within the U.S. If you are outside the U.S. contact your local D&B office.

**+* Additional Decision Support Available ***

Additional D&B products, monitoring services and specialized investigations are available to help you evaluate this
company or its industry. Call Dun & Bradstreet's Customer Resource Center at 1.800.234.3867 from anywhere within
the U.S. or visit our website at www.dnb.com.

CORPORATE FAMILY

Click below to buy a Business Information Report on that family member.
For an expanded, more current corporate family view, use D&B's Global Family Linkage product.

Parent:
Agl Resources Inc. Atlanta, GA DUNS # 93-395-6211

BUSINESS REGISTRATION

CORPORATE AND BUSINESS REGISTRATIONS PROVIDED BY MANAGEMENT OR OTHER SOURCE

The Corporate Details provided below may have been submitted by the management of the subject business and may
not have been verified with the government agency which records such data.

Registered Name: NUI Corporation

Business type: CORPORATION

Corporation type: PROFIT

Date incorporated: FEB 03 2000

State of incorporation: NEW JERSEY

Filing date: FEB 03 2000

Status: ACTIVE

Where filed: DEPT OF STATE, TRENTON, NJ

SIC & NAICS

SIC: NAICS:

221210 Natural Gas Distribution
Based on information in our file, D&B has assigned this

company an extended 8-digit SIC. D&B's use of 8-digit
SICs enabiles us to be more specific to a company's
operations than if we use the standard 4-digit code.

The 4-digit SIC numbers link to the description on the
Occupational Safety & Health Administration (OSHA)

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2151.3373892826.tng.print. htm?printPrompt... 11/30/2007
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“Web site. Links open in a new browser window.

49320000

PAYMENTS

Gas and other services combined

D&B has not received a sufficient sample of payment experiences to establish a PAYDEX score.

D&B receives nearly 400 million payment experiences each year. We enter these new and updated experiences into
D&B Reports as this information is received. At this time, none of those experiences relate to this company.

BANKING & FINANCE

D&B has researched this company and found no information available at this time.

PUBLIC FILINGS

The following Public Filing data is for information purposes only and is not the official record. Certified copies can only
be obtained from the official source.

SUITS

Status: Settled

DOCKET NO.: L 001549 05

Plaintiff: ELISA TAVAREZ

Defendant: NUI CORPORATION AND OTHERS

Cause: CONTRACT

Where filed: MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ
Date status attained: 08/25/2006

Date filed: 02/25/2005

Latest Info Received: 11/27/2006

Suit amount: $118,674

Status: Pending

DOCKET NO.: L 001592 04

Plaintiff: LAWRENCE PARK INDUSTRIAL

Defendant: NUI CORPORATION

Cause: CONTRACT

Where filed: SOMERSET COUNTY SUPERIOR COURT, SOMERVILLE, NJ

Date status attained:
Date filed:
Latest Info Received:

10/28/2004
10/28/2004
04/26/2005

Status: Change of venue granted

DOCKET NO.: L 001300 04

Plaintiff: GREEN MEADOWS PARTNERS

Defendant: NUI CORPORATION AND OTHERS

Where filed: SOMERSET COUNTY SUPERIOR COURT, SOMERVILLE, NJ
Date status attained: 10/28/2004

Date filed: 09/02/2004

Latest Info Received: 01/04/2006

Suit amount: $4,568

Status:
DOCKET NO.:
Plaintiff:
Defendant:
Cause:
Where filed:

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2151.3373892826.tng.print.htm?printPrompt...

Dismissal with prejudice

DC-000669-2004

SEYFARTH SHAW

NUI CORPORATION

CONTRC-REG

SOMERSET COUNTY SPECIAL CIVIL/SMALL CLAIMS COURT, SOMERVILLE, NJ

Page 3 of 5
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Date status attained: 04/29/2004

Date filed: 02/09/2004

Latest Info Received: 11/22/2004

Status: Pending

DOCKET NO.: L 000721 04

Plaintiff: RIDGEWOOD CORPORATION

Defendant: N U I CORPORATION AND OTHERS

Cause: TORT - OTHER

Where filed: MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ
Date status attained: 02/03/2004

Date filed: 02/03/2004

Latest Info Received: 12/14/2005

Status: Dismissed

DOCKET NO.: L 006804 03

Plaintiff: SMITH LAUNDERETTE INC

Defendant: NUI CORPORATION AND OTHERS

Cause: TORT - OTHER

Where filed: MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ
Date status attained: 10/21/2005

Date filed: 09/11/2003

Latest Info Received: 05/30/2006

Status: Settled

DOCKET NO.: L 001137 03

Plaintiff: JOCELYN STAEBLER

Defendant: NUI CORPORATION AND OTHERS

Cause: CONTRACT - EMPLOYMENT

Where filed: SOMERSET COUNTY SUPERIOR COURT, SOMERVILLE, NJ
Date status attained: 03/28/2006

Date filed: 08/18/2003

Latest Info Received: 04/24/2006

Status: Dismissed

DOCKET NO.: L 003770 03

Plaintiff: HARTFORD INS COMPANYMIDWEST

Defendant: NUI CORPORATION AND OTHERS

Cause: TORT - OTHER

Where filed: MIDDLESEX COUNTY SUPERIOR COURT, NEW BRUNSWICK, NJ
Date status attained: 10/20/2005

Date filed: 05/19/2003

Latest Info Received: 05/30/2006

Status: Dismissed

DOCKET NO.: L 000495 03

Plaintiff: BUYERZONE COM

Defendant: NUI CORPORATION AND OTHERS

Cause: BOOK ACCOUNT

Where filed: SOMERSET COUNTY SUPERIOR COURT, SOMERVILLE, NJ

Date status attained:

Date filed:

Latest Info Received:

09/15/2003
04/10/2003
03/16/2006

If it is indicated that there are defendants other than the report subject, the lawsuit may be an action to clear title to
property and does not necessarily imply a claim for money against the subject.

UCC FILINGS

Collateral:
Type:
Sec. party:

https://www.dnb.com/delivery/25/254716/254716.BIRHQ.2151.3373892826.tng.print.htm?printPrompt...

All Assets
Original
FLEET NATIONAL BANK, BOSTON, MA
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‘Debtor:
Filing humber:
Filed with:

Date filed:
Latest Info Received:

NUI CORPORATION
22649508
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

10/28/2004
12/02/2004

Collateral:
Type:
Sec. party:

Debtor:
Filing number:
Filed with:

Date filed:
Latest Info Received:

Account(s) and proceeds

Original

CREDIT SUISSE FIRST BOSTON, ACTING THROUGH ITS CAYMAN ISLANDS
BRANCH, AS COLLATERAL AGENT, NEW YORK, NY

NUI CORPORATION

21904738

SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

11/25/2003
12/15/2003

Collateral:
Type:

Sec. party:
Debtor:

Filing number:
Filed with:

Date filed:
Latest Info Received:

Leased Assets - Leased Business machinery/equipment
Original

CANON FINANCIAL SERVICES, INC., MT. LAUREL, NJ
NUI CORPORATION and OTHERS

21229343 .
SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

09/18/2002
10/23/2002

Collateral:
Type:

Sec. party:
Assignee:
Debtor:

Filing number:
Filed with:

Date filed:
Latest Info Received:

Leased Computer equipment and proceeds

Original

LONGSHORE SYSTEMS, INC., WESTPORT, CT
RELATIONAL, LLC, ROLLING MEADOWS, IL

NUI CORPORATION, UNION, NJ

22508423

SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

08/04/2004
08/24/2004

Collateral:
Type:

Sec. party:
Debtor:

Filing number:
Filed with:

Date filed:
Latest Info Received:

Leased Equipment

Original

ICX CORPORATION, CLEVELAND, OH

NUI CORPORATION

21050053

SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

05/28/2002
06/20/2002

Collateral:
Type:

Sec. party:
Debtor:

Filing number:
Filed with:

Date filed:
Latest Info Received:

Leased Equipment

Original

ICX CORPORATION, CLEVELAND, OH

NUI CORPORATION, INC.

20911195

SECRETARY OF STATE/UCC DIVISION, TRENTON, NJ

03/07/2002
04/01/2002

The public record items contained in this report may have been paid, terminated, vacated or released prior to the

date this report was printed.

Copyright 2007 Dun & Bradstreet - Provided under contract for the exclusive use of subscriber 263725069L
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Quick Facts

Company Profile

Headquarters: Atlanta
Employees: 2,385
Custamers Served: 2.2 miltion
Ticker Symbol: ATG (NYSE)
Newspaper Listing: AGL Res

AGL Resources
We are a Fortune 1000 energy services holding company whose principal business is the distribution of naiural gas
in six states — Florida, Georgia, Maryland, New Jersey, Tennessee and Virginia. Our utilities serve more than 2.2

million customers, making us the largest natural gas distributor in the Southeast and mid-Ailantic regions, based on
customer count.

We are also involved in various related businesses, including retail natural gas markeling to end-use customers in
Georgia; natural gas asset management and related logistics activities for our own utilities as well as for other non-
affiliated companies; natural gas storage arbitrage and related activities: operation of high-deliverability underground
natural gas storage assets. and construction and aperation of telecommunications conduit and fiber infrastructure
within selected metropolitan areas.

Our business is arganized into four operating segments:
Distribution Operations

= Nalural gas local distribution companies construct, manage and maintain natural gas pipelines and
distribution facilities in six states. Our distribution companies include: Atlanta Gas Light, Challanooga
Gas. Elizahethtown Gas. Elkion Gas, Florida City Gas and Virginia Natural Gas

Retail Energy Operations

m  SouthStar Energy Services - Energy retail marketing campany (a joint venture 70 percent awned by AGL
Resources and 30 percent by Piedmont Natural Gas Go.) Markets natural gas and related services on an
unregulated basis. principally o more than 530,000 customers in Georgia under the brand name
Georgia Natural Gas

Wholesale Energy Services

= Wholly owned subsidiary Sequent Energy Management is involved in asset aptimization, transportation,
storage, producer and peaking services and wholesale marketing.

Energy Investments

m Pivolal Jefferson Island Storage & Hub ~ Wholly owned subsidiary operates a high-deliverability salt-
dome natural gas storage cavern in Louisiana, approximately 10 miles from the Henry Hub.

n AGL Nelworks - Whally owned subsidiary designs, builds and manages dark fiber optic networks in Atlanta
and Phoenix, offering custamers "last mile” connectivity between telecommunication service providers and
business customers.

a Pivotal Propane of Virginia — Wholly owned subsidiary that serves the natural gas peaking needs of
customers in our Virginia Natural Gas service area.

Executive Team

Name Title

John W. Somerhalder il Chairman, President and Chief Executive Officer

Bryan Batson Senior VP, External Affairs

Jeffrey P. Brown VP and Associate General Counsel

Ralph Cleveland Senior VP, Engineering and Operations

Andrew W. Evans Exec. VP. Chief Financial Officer

Jodi Gidiey Senior V'Pf Mid-Atlantic Operations and President. Elizabethtown Gas. Elkton Gas
and Virginia Natural Gas

Dana A. Grams President. Pivotal Energy Development

Kristin R. Kirkconnell SVP, Information Services and Technology

Ronald L. Lepionka VP, Chief Auditor

Hank Linginfelter Executive Vice President. Utility Operations

Page 1 of 2
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Kevin P. Madden Exec. VP, External Affairs

Melanie M. Platt Senior VP, Human Resources and President. AGL Resources Foundation

Douglas N. Schantz President, Sequent Energy Management

Bryan E. Seas, CPA VP, Controller and Chief Accounting Officer

Paul R. Shlanta Exec. VP. General Counsel and Chief Ethics and Compliance Officer

Suzanne Sitherwood gzr;ior VP, Southern Operations and President, Atlanta Gas Light & Chattanooga

Brett Stovern Vice President and Treasurer

Back to Top

= AGL Resources Al-A-Glance + Fagt Sheet - Site Map -+ Legal © 2007 AGL Resources Inc. All Rights Reserved.

2007 Web Awards - Standard of Excellence b

2007 W3 Awards - Silver Award Winner k.
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Our focus on finding every opportunity to reduce costs while
improving operations has made AGL Resources one of the
most efficient natural gas distributors in the country. In a difficult
business environment that included high gas costs and the linger-
ing effects of hurricanes, AGL Resources has had remarkable
success at controlling costs. Now we’re turning that kind of
attention to the other side of the ledger.

In 2007, we’re looking to increase our customer base by 1.2%.
That may seem a small aspiration, but with more than 2.2 million
customers the results will be substantial. Every new customer we
add or retain represents potential profit. Maintaining our focus on
controlling costs means this new revenue will ﬂoW to the bottom line.



AGL Resources Inc. 7 2006 Annual Report John W. Jones
Executive Vice President

Tivoli Properties. Inc.

Atlanta, Georgia




» “They call it a vertical main for a vertical heighborhood. | call it a money saver
that adds sizzle to our condominiums. There are some 7,000 multi-family units coming
on the market in Atlanta this year. So when AGL Resources came to me with the idea
of running gas lines vertically inside the core of our building, | was all for it. Now | can
easily and inexpensively offer amenities like gas fireplaces, tankless water heaters and

gas cooking to add value to my units. That's what my customers want, so it's what

I need,” said John W. Jones, executive vice president of Tivoli Properties.




» ¥ was eight months pregnant when Huiricanes Wilma hit. We lost power for
two weeks. As mayor of Hialeah, my husband works whenever there is an emergency,
and | don't know when he'll be home. Now that we've installed a natural gas—powered
generator, | feel safer when I'm alone with my children. | know that if we lose power our
security system will still work, we'll have hot water and lights, and | can stay informed
by listening to the TV or radio,” said Raiza Robaina. Connecting three families like
the Robainas per business day may seem like a small accomplishment. But if these

families see that connection as a lifeline, we just might have customers for life.

We acquired Florida City Gas and Elizabethtown Gas (in New Jersey) in our successful
NUI acquisition. While some growth comes from new construction, conversions help
. drive these two markets. In New Jersey, we are successfully converting customers
~ from heating oil to gas, and these conversions are up 100% since our acquisition of
NUL. In our Florida markets, sales of gas generators for the residential market remain
very strong in the wake of the past several hurricane seasons.

In Virginia we continue to leverage all our best practices. Last year, staie ,regulvators
passed Virginia’s first-ever petrformance-based rate plan for a natural gas ompan
freezing VNG's customer rates for five years. We are building an W.SL pp

to service our Virginia territory, and we will introduce the vertical main co

growing Norfolk area. e

We convert former propane and electric heat customers, avnd.add ge‘nérator, hookup:

in coastal areas. Successful marketing to these customer groups, combined with ¢

containment, will help deliver
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Raiza Robaina

Customer, Florida City Gas

Hialeah, Florida
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James H. Sweeney
Senior Vice President,
Energy Management
KGen Power Management
Houston, Texas




» “Sequent Energy Management delivers. KGen Power Management owns a
power plant in Dalton, Georgia. We selected Sequent to provide the natural gas our
plant runs on because they were the only one of several bidders to offer a custom-fit
solution under a pricing structure that fit our needs. Their flexibility was key. When
there are supply or deliveralbility constraints, Seqguent finds ways to address them.
They go the extra mile when we need it the most, offering immediate support
when the unexpected happens. Because Sequent kept mesting our needs during

the hurricanes of 2005, KGen continued to supply Georgia Power with electricity,

which was critical for its customers,” said James H. Sweeney of KGen.
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»

To Dur Sharehoclders

When | joined the company a year ago, many people asked
what major changes | planned to make to the company’s
operations and strategic direction. What | found was a com-
pany with an exceptionally strong leadership team, a sound
business strategy, and a solid track record of performance
and execution—essentially, a company that didn't need
major, sweeping changes.

Our portfolio contains a good mix of businesses, with earn-
ings balanced between our regulated and nonregulated
operations. Our nonutility companies complement our core
regulated utility franchises, providing effective diversification
for our earnings. Together, our businesses helped us achieve
another year of record results in 2006: earnings of $2.73 pper
share, a 9% increase over the previous year. Our utility busi-
nesses did a great job reducing expenses, but were chal-
lenged from a margin perspective by unprecedented warm
weather. Our nonutility businesses turned in strong financial
performances —further demonstrating how investors benefit
from our diversified participation in key segments of the
natural gas value chain.

Our 2006 earnings clearly illustrate that our current strategy
creates shareholder value while meeting the needs of cus-
tomers. We continue to strengthen our balance sheet and cash
flow generation. This provides the financial flexibility to reward
shareholders. As evidence of our success, the Board voted to
increase the dividend by 11% in January 2007, to an annual
level of $1.64 per share. Throughout 2008, our stock price hit
several all-time highs and finished the year near those record
levels. This shows investors have confidence in our ability to
execute on our strategy.

Although | do not expect major strategic changes. we will
continue to adapt to market dynamics and serve our growing
customer base. We will increasingly sweat the small stuff. Some-
times the best paybacks come from what seem like smaller
opportunities. A few minutes saved here and there can lead to
substantial savings across the company when multiplying the
incremental value by 2.2 million customers. While we remain
committed to growing our business through strategic and
reasonably priced acquisitions, we are equally committed to
finding new ways to add revenue directly to the bottom line.

On the following pages, key leaders of our company discuss
various business challenges. We have a proven record of qual-
ity execution and we continue to focus on delivering the value
that you, our shareholders, have come to expect.

Management changes, particularly at the top, can be unsettling
t0 some investors —especially when a company has a history
of strong leadership and stahility. | am fortunate to have joined
a company where nearly all of the leadership team remains
intact and focused on producing resuits. We have one of the
most dedicated and capabile workforces anywhere in the country.
We have the right people —executing the right strategy —to
help us build on the company's historical success. We intend
to continue to be an excellent steward of your investment in
AGL Resources. Thank you for your confidence.

s N

i

\

|
i.JLu-
!

John W.'Somerhalder Il

President and Chief Executive Officer
February 12, 2007



» Guestions and Answers

What is your assessment of the company’s performance
in 2006 and its prospects for 2007 and beyond?

s SOMERHALDER » We overcame several challenges in 2006 to
produce strong earnings results and to position the company
well for future growth. Qur distribution business performed
very well in the face of margin pressure caused by the warmest
weather on record and customer conservation. By focusing

on controlling operation and maintenance costs at each utility,
we Offset lower operating margins and actually grew earnings
in the distribution business, protecting our customer count
through strong marketing efforts. Qur retail marketing business
provided stable yst strong earnings and began expanding its
business model into other deregulating markets. Our wholesale
business had an exceptional year, driven by volatility in the
natural gas markets and a growing customer base. We clearly
did not make as much progress on our natural gas storage
strategy as | would have liked, primarily because the state of
Louisiana challenged our mineral lease and delayed expansion
of the Jefierson Island storage facility. We will continue work-
ing toward a settlement to enable that project to move forward;
in the meantime, we have announced the development of a
significant storage project in Texas that will be an important
part of our portfolio. Taken coliectivaly, all of these afforts posi-
tion us well for 2007 and the years ahead in terms of growing
earnings and providing value to our shareholders.

With the successful integration of the NUI utility assets,
will Distribution Operations focus on acquiring additional
utility assets or on organic growth from existing franchises?
a marTINEZ » We will continue to be opportunistic around
acquisitions that fit our business modeal, particularly now

that we can integrate utilities into our unified technology

AGL Resources Inc. /2006 Annual Report

platforms, rapidly achieving the associated cost savings to
benefit shareholders. We also will take advantage of organic
growth possibilities through continued customer “win-back”
and conversion efforts begun in 2006. You've read about our
successes: converting nongas customers in New Jersey;
building customer retention and new-customer loyalty with gas
generators in our hurricane-threatened territories; and opening
new prospects in high-rise construction in Georgia. These are
growth opportunities that travel well to other markets. We've
always had new-customer growth, but this growth has been
offset by customer turn-offs due to redevetlopment or reloca-
tion. Qur goal is to decrease these losses and capture a larger
percentage of new-customer growth through our expanded
marketing efforts. Retaining customers and growing the num-
ber of customers on existing mains is less costly than adding
new customers through invesiments in infrastructure.

Warmer-than-normal weather and the resulting lower
customer usage had a significant impact on utility
earnings in 2006. How did this affect AGL Resources?

s marTiNEZ » Our earnings were affected, but the impact was
limited to about 1 percent of our reported operating margin,
Regulatory mechanisms help us mitigate a substantial portion
of the weather impact for the majority of our custormers. We have
weather-normalization adjustments approved in cur New Jersey.
Virginia and Tennessee jurisdictions, which offset most. but
not all. of the impact of warmer weather. In Georgia, our largest
service area, we have essentially decoupled {or separated) the
fixed costs of operating the gas distribution system from the cost
the customer pays for the gas itself. The bottom line is weather
definitely impacts our operating margin, but we will continue

to pursus ways to substantially mitigate our weather risk.
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p. 12

Sequent has been a critical part of the company’s
growth strategy for several years. Will you continue
to grow in terms of size (relative to the overall com-
pany), assets under management and geographic
market reach?

» SCHANTZ » Sequent expects to contribute 10% to 15% of
AGL Resources' annual EBIT in a normal year. We will con-
tinue in that range, except in periods of dramatic market
volatility. We have several initiatives to build customer relation-
ships, broaden our capabilities and expand into other attractive
geographic markets. Last year we made significant asset
management transactions in the northwestern United States,
providing us an entry point into the Canadian gas market as
well. And during 20086, we signed several asset management
agreements to serve a growing customer base in the eastern
United States. We also added Gulf Coast salt cavern storage
capacity and west-to-east transportation capacity to serve
customers in our largest market. Greater transportation and
storage capacity is the key to gaining the flexibility needed
to serve more markets and expand our scope of business.
including value-added services to small- and mid-cap
producers in moving their gas into the marketplace.

What opportunities do you see to expand in the natural
gas storage market, particularly in the Guif Coast?

e MADDEN » We believe the announced capacity of incremental
storage could more than double and still not meet anticipated
demand. The addition of rapid-cycle, high-deliverability storage
lags behind growth of the overall gas market.

The need for storage is largely driven by increasing demand for
natural gas—fired efectricity generation. According to the Enargy
Information Administration, peak electric demand in the United

States is projecied te increase 30% to 40% over the next five

2 2006 AGL Resources Policy Committee

8 Andrew W. Evans
Executive Vice President,
Chial Finanacial Officer

2 R. Eric Martinez, Jr.
Exacutive Vice Presiaent.
Liility Operalions

years, Most of this demand will be filled by natural gas—fired
generation. Other factors driving the need for storage include
the shift in domestic production from Gulf of Mexico welis to
the Rockies and central United States; expected increases in
liquefied natural gas (LNG) deliveries; and the growing need
for “peaking gas” to support the nation's economy through
extreme weather.

AGL Resources is well positioned, through Pivotal Energy
Development, to continue to acquire and build rapid-cycle,
high-deliverability storags facilities. Jefferson island is the only
storage facility connectaed directly to the Henry Hub. Our Golden
Triangle Storage development project, announced in Decem-
ber 20086, is well positioned to meet the needs created by
irnported LNG. We continue to seek opportunities to grow
strategically in the natural gas storage market.

In recent years, we’ve seen a dramatic improvement in
the company’s balance sheet strength and its cash flow
generation. What does the cash flow picture look like

in 2007 and beyond? In terms of deploying free cash,
should investors expect to see higher dividends, share
repurchases or reinvestment in the business?

s Evans » We expect to generate funds from operations in
excess of capital expenditures over the next few years. Our
balance sheet strength and improved cash flow generation
have provided us the flexibility to reward shareholders through
a combination of dividend growth, share repurchases and
investment in business growth. We have increased our divi-
dend five times over the last four years, and our last increase
signaled to the market that we are migrating toward a divi-
dend payout ratio comparable to the average of our peer
group of companies. We implemented a share repurchase
program in 2006, primarily to offset the dilutive affect of



3 Kevin P. Madden ® Douglas N. Schantz

Executive Vica Pragident, Presiclent,
Exlernal Affairs Sequent Energy
Management

share issuances each year under our long-term incentive and
director compensation plans. We also continue to reinvest
capital in the business when we identify projects that offer
returns in excess of our cost of capital and support our strat-
egy for long-term growth.

SouthStar has consistently performed well and con-

tributed significantly to AGL Resources’ earnings growth.

Are there any plans to grow SouthStar’s market share or
geographic reach?

s evans » SouthStar has contributed on average about 15%
of our annual EBIT over the past few years. The business has
been remarkably stable and successful in a deregulated mar-
ket, primarily through efficient management practices and a
highly effective marketing strategy. We operate the business

in conjunction with a very good partner, Piedmont Natural Gas,
and our focus has been to market SouthStar's services to a
quality customer base in terms of cradit profile and natural gas
usage patterns, while keeping bad debt expense (as a per-
cent of total revenue) as fow as possible. SouthStar's focus
on a highly targeted and selective market has helped maintain
a stable market share in Georgia of about 35%. which we do
not expect will change materially in the near future. The real
opportunity is to export the successful model we have built in
Georgia to other markets that are in the early stages of natural
gas deregulation. as we have done recently by moving into the
Ohio and Florida markets. We also are exploring opportunities
to expand SouthStar's retail focus to include a larger portion of
the commercial and industrial market that might benefit from
our services.

We continue to hear media reports about corporate
governance issues such as stock-option backdating,
and the costs of Sarbanes-Oxley compliance.

@ Melanie M. Platt
Senior Vice President,
Human Resources

AGL Resources Inc. [/ 2006 Annual Report

2 Paul R. Shlanta
Executive Vice Presi
General Counsel and
Chiet Fthics andg Compliance Officer

Presidenl and

Have any of these issues changed the way you think
about corporate governance and compliance issues?

e sHLANTA » We have strong policies and procedures in place
to help ensure that the problems that have occurred at other
companies do not occur here. For example, a 2008 review of
our stock-option granting practices confirmed that our program
has been implemented consistently with no procedural irregu-
larities —and no backdating issues. To continue to enhance our
culture of compliance, we are using ongoing training programs
to make ethical. cornpliant behavior second nature to every
employee. That's the best way to keep these types of issues
from harming our company and our shareholders.

Are you seeing any signs of a “war for talent” as compa-
nies compete for a diminishing pool of skilled employees?
a PLATT » We're working proactively to ensure AGL Resolrrces
has a diverse pool of talented. skilled employees for our future
needs. In our utilities, we are working with trade and technical
colleges and university engineering programs to identify
potential employees already trained in safety. reliability and
technical issues. To meet expanding competition and maintain
our low-risk business model, Sequent is working with universi-
ties and aggressively recruiting experienced personnel by
offering a holistic compensaticn package with the flexible,
portable benefits that younger workers demand.

To attract and retain the best employees, we must offer com-
petitive beneafits, an oppertunity to grow professionally and
develop a caraer, a work/life balance, and recognition for high
performance and community service. Our business goals align
with our community service, and both are supported by our
social responsibility values and the “generosity of spirit”™ that

is part of our employee cutture. {For more on our community
service and cerporate giving, ptease turn to page 119.)

® John W. Somerhaider I

Chiel Exsculive Officer
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» AGL Resources Operstions at a Glance
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Financial Charts
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Glossary of Key Terms

Atlanta Gas Light » Atlanta Gas Light Company
AGL Capital » AGL Gapital Corporation

AGL Networks » AGL Networks, LLC

Bef » Billion cubic feet

Chattanooga Gas » Chattanooga Gas Company

Credit Facility » Credit agreement supporting our cormmercial
paper program

Deregulation Act » 1997 Natural Gas Competition and Deregula-
tion Act

Dominisi Chio » Dominion East of Chio, a Cleveland, Ohio based
natural gas company; a subsidiary of Dominion Resources. Inc.

EBIT » Earnings before interest and taxes, a non-GAAP measure
that incluces operating income, other income, equity in South-
Star’s income, minority interest in SouthStar's earnings, donations
and gain on sales of assets and excludes interest and tax expense;
as an indicator of our operating performance, EBIT should not be
considered an alternative to, or more meaningful than. operating
income or net income as determined in accordance with GAAP

Energy Act »» Energy Policy Act of 2005

ERC » Environmental remediation costs

FASB » Financial Accounting Standards Board

FERC » Federal Energy Regulatory Commission

Florida Conumission » Florida Public Service Commission

GAAP » Accounting principles generally accepted in the United
States of America

Georgia Commission » Georgia Puolic Service Commission
LNG » Liguefied natural gas

LOCOM » Lower of weighted average cost or current market price
Maryland Commission » Maryland Public Service Commission

Marksatars » Marketers selling retail natura! gas in Georgia and
certificated by the Georgia Commission
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Madium-term notes » Notfes issued by Atlanta Gas Light with
scheduled maturities between 2012 and 2027 bearing interest
rates ranging from 6.6% to 9.1%

MGP » Manufactured gas plant

New Jersey Commission » New Jersey Board of Public Utilities
NYMEX » New York Mercantile Exchange, Inc.

OCi » Other comprenensive income

Operating margin » A non-GAAP measure of income, calculated
as revenues minus cost of gas, that excludes operation and main-
tenance expense, depreciation and amortization, taxes other
than income taxes, and the gain or loss on the sale of our assets:
these items are included in our calculation of operating income
as reflected in our statements of consolidated income. Operating
margin should not be considered an alternative to, or more mean-
ingful than, operating income or net income as determined in
accordance with GAAP

Jefferson Isiand » Jefferson Island Storage & Hup, LLC
Piedmont» Piedmont Natural Gas
Pivotal Propane » Pivotal Propane of Virginia, Inc.

Pivotal Utility » Pivotal Utifity Holdings, Inc., doing business as
Elizabethtown Gas, Elkton Gas and Florida City Gas

PGA » Purchased gas adjustment

PRP » Pipeline replacement program

SEC » Securities and Exchange Commission

Sequent » Sequent Energy Management, L.P.

SFAS » Statement of Financial Accounting Standards
SouthStar » SouthStar Energy Services LLC

Tennessee Gommission » Tennessee Regulatory Authority
Virginia Natural Gas » Virginia Natural Gas, Inc.

Virginia Commission » Virginia State Corporation Commission
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Referenced Accounting Standards

APB 25 » APB Opinion No. 25, "Accounting for Stock Issued to
Employees”

EITF 98-10 » Emerging Issues Task Force (EITF) Issue No. 98-10.
*Accounting for Contracts Involved in Energy Trading and Risk
Managsment Activities” '

EITF $9-02 » EITF Issue No. 89-02, “Accounting for Weather
Derivatives”

EITF 02-03 » EITF Issue No. 02-03, “Issues Involvad in Accounting
for Contracts under EITF Issue No. 98-10, ‘Accounting for Con-
tracts Involved in Energy Trading and Risk Management Activities'”

EITF 06-3 » EITF Issue No. 06-3, "How Taxes Collected from
Customers and Remitted to Governmental Authorities Should be
Presented in the Income Statements”

FIN 48 & FIN 46R » FASB Interpretation No. (FIN) 48, “Consolida-
tion of Variable Interest Entities”

FIN 47 » FIN 47, “Accounting for Conditional Asset Retirement
Obligations, an interpretation of FASB Staternent No. 143"

FIN 48 » FIN 48, “Accounting for Uncertainty in Income Taxes. an
interpratation of SFAS Statement No. 108"

SFAS 5 » Statement of Financial Accounting Standards (SFAS)
No. 5, "*Accounting for Contingencies”

SFAS 13 » SFAS No. 13, "Accounting for Leases”

SFAS 71 » SFAS No. 71, “Accounting for the Effects of Certain
Types of Regulation”

SFAS 87 » SFAS No. 87, "Employers’ Accounting for Pensions”

SFAS 106 »» SFAS No. 106, "Employers’ Accounting for Postretire-
nent Benefits Other Than Pensions”

SFAS 109 » SFAS No. 1093, "Accounting for Income Taxes”

SFAS 123 & SFAS 123R » SFAS No. 123, "Accounting for Stock-
Based Compensation”

SFAS 131 » SFAS No. 131, "Disclosures about Segments of an
Enterprise and Related Information”

SFAS 133 SFAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities”

SFAS 141 » SFAS No. 141, "Business Combinations”
SFAS 142 » SFAS No. 142, "Goodwill and Other Intangible Assets”

SFAS 148 » SFAS No. 148, *Accounting for Stock-Based Com-
pensation — Transition and Disclosure”

SFAS 149 » SFAS No. 119, “Amendment of Statement 133 on
Darivative Instruments and Hedging Activities”

SFAS 154 » SFAS No. 154, "Accounting Changes and Error
Corrections”

SFAS 157 » SFAS No. 157, “Fair Value Measurements”

SFAS 158 » SFAS No. 158, "Emplovyers® Accounting for Defined
Benefit Pension and Other Postretirement Plans”



Parti

item 1» Business

Nature of Qur Business

Unless the context reguires otherwise. references to "we,” “us,”
“our,” the “company,” and "AGL Resources” are intended to mean
consolidated AGL Resources Inc. and its subsidiaries.

We are a Fortune 1000 energy services holding company
whose principal business is the distribution of natural gas in six
states —Florida, Georgia, Marylancl, New Jersey. Tennessee and
Virginia. We generate nearly all our operating revenues through the
sale, distribution, transportation and storage of natural gas. Our six
utilities serve more than 2.2 million end-use customers, making
us the largest distributor of natural gas in the southeastern and
mid-Atlantic regions of the United States based on customer
count. We are involved in several related and complementary
businesses, including retail natural gas marketing to end-use
customers primarily in Georgia; natural gas asset managernent
and related logistics activities for each of our utilities as well as for
nonaffiliated cormpanies: natural gas storage arbitrage and related
activities; and the development and operation of high-deliverability
natural gas storage assets. We aiso own and operate a small
telecornmunications business that constructs and operates con-
duit and fiber infrastructure within select metropolitan areas.

We manage these businesses through four operating seg-
ments, as described below, and a nonoperating corporate segment.

Distribution Operations » The distribution operations segment is
the largest component of our business and includes utilities in $ix
states —Florida, Georgia, Maryland, New Jersey, Tennessee and
Virginia. These utilities are subject to regulation and oversight by
state agencies in each state that we serve. These agencies
approve natural gas rates designecl to provide us the opportunity
to generate revenues to recover the cost of natural gas delivered
to our customers and our fixad and variable costs such as depre-
ciation. interest. maintenance and overhead costs. These agen-
cies also are charged with estabdlishing mechanisms by which our
utilities can earn a reasonable return for our shareholders.

With the exception of our Atlanta Gas Light Company
(Atlanta Gas Light) subsidiary in Georgia, earnings in our Distribu-
tion Operations segment can be affected by custormer consump-
tion paitterns that are a function of weather conditions and price
levels for natural gas. Atlanta Gas Light charges rates to its
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customers primarily as monthly fixed charges. Our non-Georgia
jurisdictions have various regulatory mechanisms to provide us
with a reasonable opportunity to recover our costs, but they are
not direct offsets to the potential impacts on earnings of weather
and customer consumption.

Retail Energy Operations » Our retail energy operations segment
consists of SouthStar Energy Services LLC (SouthStar), the largest
markster of natural gas in Georgia. SouthStar's operations also are
sensitive to customer consumption patterns similar to those affect-
ing our utility operations. SouthStar uses a variety ot hedging
strategies. such as futures, options, swaps, weather derivative
instruments and other risk management tools, to mitigate the
potential effect of these issues on its operations.

Wholesale Services » Our wholesale services segment, which
consists of Sequent Energy Management, L.P. (Sequent), takes
advantage of arbitrage opportunities within the gas supply, storage
and transportation markets to generate earnings, and its profitabil-
ity is correlated to volatility in these markets. Market volatility
results from a number of factors, such as weather fluctuations or
the change in supply of, or demand for, natural gas in different
regions of the country. Seguent seeks to capture value from the
price disparity among geographic locations and various time hori-
zons created by this volatility. In doing so. Sequent also seeks to
mitigate the risks associated with this volatility and protect its mar-
gin through a variety of risk management and hedging activities.

Energy Investments » Our energy investments segment includes
a number of businesses that are related and complementary to our
primary business. The most significant of these businesses is our
natural gas storage business. which develops, acquires and oper-
ates high-deliveraiility salt-dome storage assets in the Gulf Coast
region of the United States. While this business also can generate
aclditional revenue during times of peak market demand for natural
gas storage sarvices, the majority of our storage services are cov-
erad under medium- to long-term contracts at a fixed rmarket rate.

For additional information on our segments, see Item 7,
“Management's Discussion and Analysis of Financial Condition and
Resuits of Operations” under the caption "Results of Operations”
and Note 11, "Segrment Information,” set forth in Item 8, “Financial
Statements and Supplementary Data.” Operating revenues, oper-
ating margin and earnings before interest and taxes (EBIT} for each



AGL Resources ING. / 2006 Annual Report

of our segments are presented in the following table for the years
ended December 31, 2006, 2005 and 2004,

O Orzeal g

e - sy i
2006 '
Distribution operations 51,624 § 807 5310
Retail energy operations 930 156 63
Wholesale services 182 139 90
Energy investments 41 36 10
Corporate” , (156) 1 L@
Consolidated $2,621  $1,139 $464
2005

Distribution operations $1,753 § 814 $299
Retall energy operations 996 1186 63
Wholesale services 95 92 19
Energy investments 56 410 19
Corporate” 182 - (1)
Consolidated $2,718  $1,092 34119
20041

Distribution operations 31,111 $ 8410 $247
Retail energy operations 827 13 52
Wholesale services 54 a3 24
Energy investments 25 13 7
Corporate” (185) (1) (16)
Consolidated $1,832 $ 837 $314

In 2006. we derived approximately 80% of our EBIT from our
regulated natural gas distribution business and the sale of natural
gas to end-use customers primarily in Georgia through ScuthStar,
This statistic is significant because it represents the portion of our
earnings that directly resuits from the underlying business of sup-
plying natural gas to retail customers. Although ScuthStar is not
subject to the same regulatory framework as our utilities, it is an
integral part of the retail framework for providing gas service to
end-use customers in the state of Georgia.

The remaining 20% of our EBIT was principally derived from
businesses that are complementary to our natural gas distribution
business. We engage in natural gas asset management and the
operation of high-deliverability natural gas underground storage as
ancillary activities to our utility franchises. These businesses allow
us to be opportunistic in capturing incremental value at the whole-
sale level, provide us with deepened business insight about natu-
ral gas market dynamics andl facilitate our ability, in the case of

asset management, to provide transparency to regulators as to
how that value can be captured to benefit our utility customers
through profit-sharing arrangements. Given the volatile and chang-
ing nature of the natural gas resource base in North America and
globally, we belisve that participation in these related businesses
strengtnens our business.

Natural Gas Demand

During 20086 we experienced a decline in per-household natural
gas use, resulting in operating margin erosion. This decline was
largely due to warmer weather—which was on average 14%
warmer than in the prior year based on heating degree days —and
higher-than-historical natural gas prices. The higher natural gas
prices resulted in an average 34% increase in our residential
customers’ natural gas bills. The higher prices were primarily the
result of market concerns about the sufficiency of the supply of
natural gas due to disruptions in the availability of natural gas
supplies caussd by hurricanes Katrina and Rita in 2005. Addition-
ally, our underlying business of supplying natural gas to retail
customers continues to be negatively impacted by the addition of
newer, more energy-efficient housing and efficiency improve-
ments in natural gas appliances. The decline in natural gas usage
has been somewhat offset by the growing trend toward larger
homes that require more energy to heat despite the use of more
efficient appliances.

In 2006, these factors contributed to lower volumes of natu-
ral gas deliveries to our customers as a result of customer conser-
vation from the combination of both warmer weather and the
reaction to the high prices for natural gas. The higher natural gas
prices also resulted in higher bad debt expense. These factors
negatively affected our EBIT.

Natural gas prices as of January 1, 2007 were approxi-
mately 1/1% lower than the same date in 2006 and are expected
to be lower during the remainder of the current heating season
(January-March). To the extent these lower natural gas prices
are reflected in lower natural gas prices to our customers, the
impact of conservation experienced during the prior heating
season may be lessened. Additionally. the lower prices could
result in a return to normalized consumption and a return to nor-
malized bad debt expense. If this occurs. we would expect that
our operating margins and EBIT would be positively impacted
relative to what we experienced in the November 2005 through
March 2006 heating season.



Seasonality

The operating revenues and EBIT of our distribution operations,
retail energy operations and wholesale services segments are sea-
sonal. During the heating season, natural gas usage and operating
revenues are generally higher because more customers are con-
nected to our distribution systems and natural gas usage I1s higher
in periods of colder weather than in periods of warmer weather.
Approximately 66% of these segments’ operating revenues and
B8% of these segments’ EBIT for the year ended December 31,
2006 were generated during the five-month heating season and
are reflected in our statements of consolidated income for the
guarters ended March 31, 2006, and December 31, 2006. Cur
base operating expenses. excluding cost of gas, interest expense
and certain incentive compensation costs, are incurred relatively
equally over any given year. Thus, our operating results vary signif-
icantly from quarter to quarter as a result of seasonality. Seasonal-
ity also affects the comparison of certain balance sheet items such
as receivables, unbilled revenue, inventories and short-term debt
across gquarters. However, these items are comparable when
reviewing our annual results.

Avaitable Information

Detailed information about us is contained in our annual reports on
Form 10-K, guarterly reports on Form 10-Q, current reports on
Form 8-K, proxy statements and other reports, and amendments
to those reports, that we file with or furnish to the Securities and
Exchange Commission {SEC). These reports are available free of
charge at our website, www.aglresources.com, as soon as rea-
sonably practicable after we electronically file such reports with or
furnish such reports to the SEC. We will furnish copies of such
reports free of charge upon written request to our Investor Rela-
tions department. You can contact our Investor Relations depart-
ment at:

AGL Resources Inc.

Investor Relations —Dept. 107
P.O. Box 4569

Allanta, GA 30309-4569
404-584-3301

In Part Ill of this Form 10-K. we incorporate by reference
certain information from our Proxy Staterment for our 2007 annual
meeting of shareholders. We expect 1o file that Proxy Statement
with the SEC on or about March 19, 2007, and we will oromptly
make it available on our website. Please refer to the Proxy State-
ment when it is available.

AGL Resources INC. / 2006 Annual Report

Additionally. our corporate governance guidelines, code of
ethics. code of business conduct and the charters of each of our
Board of Directors committees are available on our website. We
will furnish copies of such information free of charge upon written
request to our Investor Relations department.

item 1a » Risk Factors

Cautionary Statement Regarding
Forward-looking Statements

Certain expectations and projections regarding our future perform-
ance referenced in this report, in other materials we file with the
SEC or otherwise release to the public, and on our website are
forward-looking statements. Senior officers may also make verbal
statements to analysts, investors, regulators, the media and others
that are forward-looking. Forward-looking statements involve mat-
ters that are not historical facts, such as statements in Item 7,
“Management’s Discussion and Analysis of Financial Condition
and Results of Operations” and elsewhere regarding our future
operations, prospects, strategies. financial condition, economic
performance (including growth and earnings). industry conditions
and demand for our products and services. We have tried, when-
sver possible, to identify these statements by using words such
as “anticipate,” “assume.” “believe,” “can,” “could,” "estimate,”
“expect,” “forecast,” “future.” “goal,” “indicate,” “intend,” “may.”
“outlook,” “plan,” "potential.” “predict.” “project,” *seek,” "should,”
“target,” "will,” "wouid" and similar expressions.

You are cautioned not to place undue reliance on our
forward-looking statements. Our forward-looking statements are
not guarantees of future performance and are based on currently
available competitive, financial and economic data along with our
operating plans. While we believe that our expectations for the
future are reasonable in view of the currently available information,
our expectations are subject to future events, risks and inherent
uncertainties, as well as potentially inaccurate assumptions, and
there are numerous factors —many beyond our control—that could
cause results to differ significantly from our expectations. Such
events, risks and uncertainties include, but are not limited to those
set forth below and in the other documents that we file with the
SEC. We note these factors for investors as permitted by the
Private Securities Litigation Reform Act of 1995. There also may
be other factors that we cannot anticipate or that are not
described in this report, generally because we do not perceive
thern to be rmaterial, that could cause results to differ significantly
from our expectations.
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Foarward-locking statements are only as of the date they are
made, and we do not undertake any obligation to update these
statements to reflect subsequent circumstances or events. You are
advised, however, to review any further disclosures we make on
related subjects in our Form 10-Q and Form 8-K reports to the SEC.

Risks Related to Our Business

Risks related to the regulation of our businesses could affect
the rates we are able to charge, our costs and our profitability.
Our businesses are subject to regulation by federal. state and local
regulatory authorities. In particular, at the federal level our distribu-
tion businesses are regulated by the Federal Energy Regulatory
Commission (FERC) under the Energy Policy Act of 2005 (Energy
Act). At the state level, our distribution businesses are regulated by
the Georgia Public Service Commission (Georgia Commission).
the Tennessee Regulatory Authority (Tennessee Commission). the
New Jersey Board of Public Utilities (New Jersey Comrmission),
the Florida Public Service Commission (Florida Commission), the
Virginia State Corporation Commission {(Virginia Commission) and
the Maryland Public Service Commission (Maryland Gommission).
These authorities regulate many aspects of our distribution opera-
tions, including construction and maintenance of facllities, opera-
tions, safety, rates that we charge customers, rates of return, the
authorized cost of capital, recovery of pipeline replacement and
environmental remediation costs, relationships with our affiliates.
and carrying costs we charge marketers selling retail natural gas in
Georgia and certificated by the Georgia Commission (Marketers)
for gas held in storage for their customer accounts. Cur ability to
obtain rate increases and rate supplements to maintain our current
rates of return depends on regulatory discretion. and there can
be no assurance that we will be able to obtain rate increases or
rate supplements or continue receiving our currently authorized
rates of return.

Deregulation in the natural gas industry is the separation of
the provision and pricing of local distribution gas services into dis-
crete componeants, Deregulation typically focuses on the separation
of the gas distribution business from the gas sales business and is
intencled to cause the opening of the formerly regulated sales busi-
ness to alternative unregulated suppiiers of gas sales services.

In 1997, the Georgia legislature enacted the Natural Gas
Competition and Deregulation Act {Deregulation Act). To date,
Gecrgia is the only state in the nation that has fully deregulated gas
distribution operations. which ultimately resulted in Atlanta Gas
Light exiting the retail natural gas sales business while retaining
its gas distribution operations. Marketers then assumed the retail
gas sales responsibility at deregulated prices. The deregulation

process required Atlanta Gas Light to completely reorganize its
operations and personnel at significant expense. It is possible that
the legislature could reverse the deregulation process and require
or permit Atlanta Gas Light to provide retail gas sales service once
again or require our retail energy operations segment, SouthStar,
to change the nature of how it provides natural gas to certain cus-
tomers. In addition, the Georgia Commission has statutory author-
ity on an emergency basis to order Aflanta Gas Light to temporarily
provide the same retail gas service that it provided prior to deregu-
lation. If any of these events were to occur, we would incur costs
to revarse the restructuring process or potentially lose the sarnings
opportunity embedded within the current marketing framework.
Furthermore, the Georgia Comrmission has authority to change the
terms under which we charge Marketers for certain supply-related
services, which could also affect our future earnings.

A significant portion of our accounts raceivable are subject to
collection risks, due in part to a concentration of credit risk in
Georgia and at Sequent.

We have an accounts receivable collection risk in Georgia due to a
concentration of credit risk related to the provision of natural gas
services to Marketers. At September 30. 1998 (prior to deregula-
tion). Atlanta Gas Light had approxirmately 1.5 million end-use
customers in Georgia. In contrast, at December 31, 2006, Atlanta
Gas Light had only 11 certificated and active Marketers in Georgia,
four of which (based on customer count and including SouthStar)
accounted for approximately 36% of our consolidated operating
margin for 2008, As a result, Atlanta Gas Light now depends on a
concentrated number of customers for revenues. The failure of
these Marketers to pay Atlanta Gas Light could adversely affect
Atlarita Gas Light's business and results of operations and expose
it to difficulties in colflecting Atlanta Gas Light's accounts receiv-
able. The provisions of Atlanta Gas Light's tariff allow it to obtain
security support in an amount equal to a minimum of two times a
Marketer's highest month's estimated bill. Additionally. SouthStar
markets directly to end-use customers and has periodically expe-
rienced credit losses as a result of severe cold weather or high
prices for natural gas that increase customers’ bills and, conse-
quently, impair a customers’” ability to pay.

Sequent often extends credit to its counterparties. Despite
performing credit analyses prior to extending creclit and seeking
to effectuate netting agreements, Sequent is exposed to the risk
that it may not be able to collect amounts owed ta it. If the coun-
terparty to such a transaction fails to perform and any collateral
Sequent has secured is inadequate, Sequent could experience
material financial losses. Further. Sequent has a concentration of
credit risk which could subject a significant portion of its credit
expostire to collection risks. Approximately 57% of Sequent’s



credit exposure is concentrated in 20 counterparties. Although
most of this concentration is with counterpariies that are either
load-serving utilities or end-use customers and that have suppliec!
some level of credit support, default by any of these counterpar-
ties in their obligations to pay amounts due Sequent could result
in credit losses that would negatively impact our wholesaie serv-
ices segment.

We face increasing competifion, and if we are unable tc com-
pete effectively, our revenues, operating rasults and financial
condition will be adversely affected and may limit our ability
to grow our business.
The natural gas husiness is highly competitive, and we are facing
increasing competition from other companies that supply energy.
including electric companies, oil and propane providers and, in
some cases, energy marketing and trading companies. In particular,
the success ot our investment in SouthStar is affected by the com-
petition SouthStar faces from other energy marketers providing
retail natural gas services in the Southeast. Natural gas competes
with other forms of energy. The primary competitive factor
is price. Changes in the price or avaiiability of natural gas relative to
other forms of energy and the ability of end-users to convert
to alternative fuels affect the demand for natural gas. In the case
of commercial. industrial and agricuitural customers, adverse eco-
nomic conditions, inciuding higher gas costs, could also cause
these customers to bypass or disconnect from our systems in
favor of special competitive contracts with lower per-unit costs.
Our wholesale services segment competes with national
and regional full-service energy providers, energy merchants and
producers and pipelines for sales based on our ability to aggregate
competitively priced commodities with transportation and storage
capacity. Some of our competitors are larger and better capitalized
than we are and have more national and global exposure than we
do. The consolidation of this industry and the pricing to gain mar-
ket share may affect our margins. We expect this trend to continue
inthe near term, and the increasing competition for asset manage-
ment deals could result in downward pressure on the volume
of transactions and the related margins available in this portion of
Sequent’s business.

The asset management arrangements betwesen Sequent and
our local distribution companies, and between Sequent and
its nonaffiliated customers, may not be renewed or may be
renewed &t lower levels, which could have a significant
impact on Sequent’s business.

Sequent currently manages the storage and transportation assets
of our affiliates Atlanta Gas Light, Elizabethtown Gas, Elkton Gas.
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Virginia Natural Gas, Inc. (Virginia Natural Gas). Florida City Gas
and Chattanooga Gas Company {Chattanooga Gas) and shares
profits it earns from the management of those assets with those
customers and their respective customers, except at Elizabeth-
town Gas and Elkton Gas where Sequent is assessed an annual
fixed fee of approximately 84 million payable in monthly install-
ments. Entry into and renewal of these agreements are subject to
regulatory approval. In addition, Sequent has asset management
agreements with certain nonaffiliated customers. Sequent’s results
could be significantly impacted if these agreements are not
renewed or are amended or renewed with less favorable terms.

Our infrastructure improvement and customer growth may be
rastricted by the capital-intensive nature of our business.

We must construct additions to our natural gas distribution system
to continue the expansion of our customer base. We may also
need to construct expansions of our existing natural gas storage
facilities or develop and construct new natural gas storage facili-
ties. The cost of this construction may be affected by the cost of
obtaining government approvals, development project delays or
unexpected changes in project costs. Weather, general economic
conditions and the cost of funds to finance our capital projects can
materially alter the cost, and projected construction schedule and
completion timeline of a project. Our cash flows may not be fully
adequate to finance the cost of this construction. As a result, we
may be required to fund a portion of our cash needs through bor-
rowings or the issuance of common stock, or both. For our distri-
bution operations segment, this may limit our ability to expand our
infrastructure to connect new customers due to limits on the
amount we can economically invest, which shifts costs to potential
customers and may make it uneconomical for them to connect to
our distribution systems. For our natural gas storage business. this
may significantly reduce our earnings and return on investment
from what would be expected for this business, or may impair our
ability to complete the expansions or development projects.

Changes in weather conditions may affect our 2arnings.
Weather conditions and other natural phenomena can have a large
impact on our earnings. Severe weather conditions can impact our
suppliers and the pipelines that deliver yas to our distribution sys-
tem. Extended mild weather. during either the winter period or
summer period, can have a significant impact on demand for and
cost of naturai yas.

We have a weather normalization adjustment (WNA) mecha-
nisin for Elizabethtown Gas and Chattancoga Gas that partially off-
sets the impact of unusually cold or warm weather on residential
and commercial customer billings and margin. Aclditionally, Virginia
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Natural Gas has a WNA mechanism for its residential customers
that partially offsets the impact of unusually cold or warrn weather.
The WNA is most effective in a reasonable temperature range rela-
tive to normal weather using historical averages.. The protection
afforded by the WNA depends on continued regulatory approval.
The loss of this continued regulatory approval could make us more
susceptible to weather-related earnings fluctuations.

Changes in weather conditions may also impact SouthStar’s
earnings. As aresult, SouthStar uses a variety of weather deriva-
tive instruments to mitigate the impact on its margins in the event
of warmer-than-normal weather in the winter months. However,
these instruments do not fully protect SouthStar's earnings from
the effects of unusually warrn weather.

Our business is subject to environmental regulation in all
jurisdictions in which we operate, and our costs to comply
are significant. Any changes in existing environmenial regula-
tion could negatively affect our results of operaiions and
financial condition.

Our operations and properties are subject to extensive environ-
mental regulation pursuant to a variety of federal, state and munic-
ipal laws and regulations. Such environmental legislation imposes,
arnong other things, restrictions, liabilities and obligations in con-
nection with storage, transportation, treatment and disposal of
hazardous substances and waste and in connection with spills,
releases and emissions of various substances into the environment.
Environmental legislation also requires that our facilities, sites and
other properties associated with our cperations be operated,
maintained. abandoned and reclaimed fo the satisfaction of appli-
cable regulatory authorities. Our current costs to comply with these
laws and regulations are significant to our results of operations and
financial condlition. Failure to comply with these laws and reguila-
tions and failure to obtain any required permits and licenses may
expose us to fines, penalties or interruptions in pur operations that
could be material to our results of operations.

In addition, claims against us under environmental laws and
regulations could result in material costs and liabilities. Existing
environmental regulations could alsc be revised or reinterpreted,
new laws and regulations could be adopted or become applicable
to us or our facilities, and future changes in environmental faws
and regulations could occur. With the trend toward stricter stan-
dards. greater regulation, niore extensive permit requirements
and an increase in the number and types of assets operated by us
subject to environmental regulation, our environmental expendi-
tures could increase in the future, particularly if those costs are not
fully recoverable from our customers. Additionally. the discovery of
presently unknown environmental conditions could give rise to

expenditures and liabilities, including fines or penalties, which
could have a material adverse effect on our business, results of
operations or financial condition.

We could incur additional materiai costs for the environmental
condition of same of our assets, including fermer manufac-
tured gas plants.
We are generally responsible for all on-site and certain off-site
liabilities associated with the environmental condition of the natural
gas assets that we have operated, acquired or developed, regard-
less of when the liabilities arose and whether they are or were known
or unknown. In addition, in connection with certain acquisitions and
sales of assets, we may obtain, or be required to provide, indemnifi-
cation against certain environmental liabilities. Before natural gas
was widely available, we manufactured gas from coal and other
fuels. Those manufacturing operations were known as manufac-
tured gas plants (MGP) which we ceased operating in the 1950s.

We have identified ten sites in Georgia and three in Florida
where we own all or part of an MGP site. We are required to inves-
tigate possible environmental contamination at those MGP sites
and, if necessary, clean up any contarination. As of December 31,
2006, the soil and sediment remediation program was complete
for all Georgia sites, although groundwater cleanup continues. As
of December 31, 2008, projected costs associated with the MGP
sites were $27 million. For elernents of the MGP program where
we still cannot provide engineering cost estimates, considerable
variability remains in future cost estimates.

In addition, we are associated with former sites in New Jersey,
North Carolina and other states that we assurned with our acguisi-
tion of NUI Corporation (NUI) in November 2004 Material cieanups
of these sites have not been completed nor are precise estimates
available for future cleanup costs. For the New Jersey sites, cleanup
cost estimates range from $60 million to $118 million. Costs have
been estimated for only one of the non-New Jersey sites, for which
current estimates range from $ 10 million to $17 million.

Our profitability imay dectine if the counterparties to Sequent’s
asset management transactions fail to perform in accordance
with Sequent’s agreements.

Sequent focuses on capturing the value from idle or underutilized
energy assets, fypically by executing transactions that balance the
needs of various markets and time horizons. Sequent is exposed
to the risk that counterparties to our transactions will not perform
their obligations. Should the counterparties to these arrangements
fail to perform, we might be forced to enter into alternative heclging
arrangements, honor the underlying commitment at then-current
market prices or return a significant portion of the consideration



received for gas under a long-term contract. In such events, we
might incur additional iosses to the extent of amounts, if any,
already paid to or received from counterparties.

We aie exposed to market risk and may incur losses in whole-
sale servicas and retail energy operations.

The commodity, storage and transportation portfolics at Sequent
and the commodity and storage portfolios at SouthStar consist of
contracts to buy and sell natural gas commodities. including con-
tracts that are settled by the delivery of the commodity or cash. If
the values of these contracts change in a direction or manner that
we do not anticipate, we could experience financial losses from
our trading activities. Value at risk (VaR) is definec! as the maximum
potential loss in portfolio value over a specified time period that is
not expected to be exceeded within a given degree of probability.
Basec on a 95% confidence interval and employing a 1-day hold-
ing periad for alf positions. Sequent’s and SouthStar's portfolio of
positions as of December 31. 2006 had a 1-day holding period
VaR of $1 million and $0.1 million, respectively.

Our acceunting results may not be indicative of the risks
we are taking or the economic resuits we expect for whole-
sale services.

Although Sequent enters into various contracts to hedge the value
of our energy assets and operations, the timing ot the recognition
of profits or losses on the hedges does not always correspond to
the profits or losses on the item being hedged. The difference in
accounting can result in volatility in Sequent's reported results,
even though the expected profit margin is essentially unchanged
from the clate the transactions were consumrmnated.

inflation and increased gas costs could adversely impact our
ability to control operating expenses, increass our level of
indebtedness and adversely impact our custoinar base.
Inflation has caused increases in certain operating expenses which
have reguired us to replace assets at higher costs. We attempt to
control costs in part through implementation of best practices and
business process improvements, rany of which are facilitated
through investments in information systems and technology. We
have a process in place to continually review the adequacy of our
utility gas rates in relation to the increasing cost of providing serv-
ice and the inherent regulatory lag in adjusting those gas rates.
Historically, we have been able to budget and control operating
expenses and investments within the arounts authorized to be
coliected in rates. and we intend to continue to do so. However.
any inability by us to reasonably control our expenses would
adversely influence our future results.
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Rapid increases in the price of purchased gas cause us to
experience a significant increase in short-term debt because we
miust pay suppliers for gas when it is purchased, which can be sig-
nificantly in advance of when these costs may be recovered
through the collection of monthly customer bills for gas delivered.
Increases in purchased gas costs also slow our utility collection
efforts as customers are more likely to defay the payment of their
gas bills, leading to higher-than-normal accounts receivable. This
situation results in higher short-term debt levels and increased bad
debt expense. Should the price of purchased gas increase signifi-
cantly during the upcoming heating season, we would expect
increases in our short-term debt, accounts receivable and bad
debt expense during 2007.

Finally, higher costs of natural gas in recent years have
already caused many of our utility custormers to conserve in the
use of our gas services and could lead to even more customers
utilizing such conservation methods or switching to other more
efficient competing products. The higher costs have also allowed
competition from products utilizing alternative energy sources for
applications that have traditionally used natural gas, encouraging
some customers to move away from natural gas—fired equipment
to equipment fueled by other energy sources.

A decrease in the availability of adequate pipeline transgorta-
tion capacity could reduce our revenues and profits.

Our gas supply depends on the availability of adequate pipeline
transportation and storage capacity. We purchase a substantial
portion of our gas supply from interstate sources. Interstate
pipeline companies transport the gas to our system. A decrease in
interstate pipeline capacity available t¢ us or an increase in com-
petition for interstate pipeline transportation and storage service
could reduce our normal interstate supply of gas.

The cost of providing pensicn and posiretirement health care
benefits to eligible employees and qualified retirees is subject
ta changes in pension fund values and changing demographics
and may have a material adverse effect on our financial rasuits.
We have a defined benefit pension plan for the benefit of substan-
tially all full-time employees and qualified retirees. The cost of pro-
viding these benefits to eligible current and former employses is
subject to changes in the market value of our pension tund assets
and changing demographics, including longer life expectancy of
beneficiaries and an expected increase in the number of eligible
former employees over the next five years.

Any sustained declines in equity markets and reductions
in bond yields may have a material adverse effect on the value of
our pension funds. In these circumstances, we may be required to
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recognize an increased pension expense or a charge to our state-
ment of consolidated income to the extent that the pension fund
values are less than the total anticipated liability under the plans.

Transporting and storing natural gas involves numerous risks
that may result in accidents and other operatfing risks and costs.
Our gas distribution activities involve a variety of inherent hazards
and operating risks, such as leaks, accidents and mechanical
problems, which could cause substantial financial losses. In addi-
tion, these risks could result in loss of human life. significant dam-
age to property, environmental pollution and impairment of our
operations, which in turn could lead to substantial losses to us.
In accordance with customary industry practice, we maintain
insurance against some, but not all, of these risks and losses. The
location of pipelines and storage facilities near populated areas,
inciuding residential areas. commercial business centers and
industrial sites, could increase the level of damages resulting from
these risks. The occurrence of any of these events not fully cov-
ered by insurance could adversely affect our financial position and
results of operations.

Natural disasiers. terrorisi activities and the potential for mili-
tary and other actions could adversely affect our businesses.
Natural disasters may damage our assets. The threat of terrorism
and the impact of retaliatory military and other action by the United
States and its allies may lead to increased political. economic and
financial market instability and volatility in the price of natural gas
that could affect our operations. In addition, future acts of terror-
ism could be directed against companies operating in the United
States, and companies in the energy industry may face a height-
ened risk of exposure to acts of terrorism. These developments
have subjected our operations to increased risks. The insurance
industry has also been disrupted by these events. As a result, the
availability of insurance covering risks against which we and our
competitors typically insure may be limited. In addition. the insur-
ance we are able to obtain rnay have higher deductinles, higher
premiums and rnore restrictive policy terms.

Risks Related to Our Corporate and Financial Structure

We depend cn our ability to successfully access the capital
and financial mairkets. Any inability to access the capital or
financial markets may limit our ability to executs our busi-
ness pian or pursue irngrovements that we may rely on for
future growth.

We rely on access to both short-term money markets (in the form
of commercial paper and lines of credit) and iong-term capital

markets as a source of liquidity for capital and operating require-
ments not satisfied by the cash flow from our operations. If we are
not able to access financial markets at competitive rates, our abil-
ity to implerment our business plan and strategy will be affected.
Certain market disruptions may increase our cost of borrowing or
affect our ability to access one or more financial markets. Such
market disruptions could result from;

= adverse economic conditions

= adverse general capital market conditions

= poor performance and health of the utility industry in general

= bankruptcy or financial distress of unrelated energy companies
or Marketers

= significant decrease in the demand for natural gas

= adverse regulatory actions that affect our local gas distribution
companies and our natural gas storage business

= terrorist attacks on our facilities or our suppliers

= extreme weather conditions

The use of derivative contracts in the normal course of our
business could result in financial losses that negatively
impact our results of operations.

We use derivatives, including futures, forwards and swaps, to man-
age our commodity and financial market risks. We could recognize
financial losses on these contracts as a result of volatility in the
market values of the underlying commodities or if a counterparty
fails to perform under a contract. In the absence of actively quoted
market prices and pricing information from external sources, the
valuation of these financial instruments can involve management'’s
judgment or use of estimates. As a result, changes in the underly-
ing assumptions or use of alternative valuation methods could
adversely affect the reported fair value of these contracts.

We are vilnerable to interest rate risk with respect to our
cdebi, which could lead to changes in interest expense and
adversely affect cur earnings.

We are subjact to interest rate risk in connection with the issuance
of fixed-rate and variable-rate debt. In order to maintain our
desired mix of fixed-rate and variable-rate debt, we use interest
rate swap agreements and exchange fixed-rate and variable-rate
interest payment obligations over the life of the arrangements,
without exchange of the underlying principal amounts. See ltem
7A. "Quantitative and Qualitative Disclosures About Market Risk.”
We cannot ensure that we wili be successful in structuring such
swap agreaments to effectively manage our risks. If we are unable
to do so, our earnings may be reduced. In addition, higher interest
rates. aif other things equal, reduce the earnings that we derive



from transactions where we capture the difference between
authorized returns and short-term borrowings.

If we breach any of the financial covenants under our vari-
ous credit facilities, our debt service obligations could be
acceleratad.

Our existing credit facility and the SouthStar line of credit contain
financial covenants. If we breach any of the financial covenants
under these agreements, our debt repayment obligations under
them could be accelerated. In such event, we may not be able to
refinance or repay all our indebtedness, which would result in a
material adverse effect on our business, results of operations and
financial condition.

As a result of cross-default provisions in our berrowing
arrangements, wa may be unable to satisfy all our cutstanding
obligations in the event o1 a defaull on our part.

Our credit agreement suppaorting our commercial paper program
(Credit Facility) and our indentures under which our debt is issued
contain cross-default provisions. Accordingly. should an event of
default occur under some of our debt agreements, we face the
prospect of being in default under other of our debt agreements,
obliged in such instance to satisfy a large portion of our outstand-
ing indebtedness and unable to satisfy all our outstanding obliga-
tions simultaneously.

A downgrade in our credit rating could negatively affect our
ability to access capital.

Standard & Poor's Ratings Services (S&P), Moody’s Investors
Service (Moody’s) and Fitch Ratings (Fitch) currently assign our
senior unsecured debt a rating of BBB+. Baal and A-, respec-
tively. Our commercial paper currently is rated A2, P2 and F2 by
S&P, Moody's and Fitch, respectively. If the rating agencies down-
grade our ratings, particularly below investment grade, it may
significantly limit our access to the commercial paper market and
our borrowing costs would increase. In addition, we wouild likely
be required to pay a higher interest rate in future financings
and our potential pool of investors and funding sources would
likely decrease.

Additionally, if our credit rating by either S&P or Moodly's falls
to non-investment grade status, we will be required to provide
additional support for certain customers of our wholesale busi-
ness. As of Decemnber 31, 2006, if our credit rating had fallen
below investment grade. we would have been required to provide
collateral of approximately $10 million to continue conducting our
wholesale services business with certain counterparties.
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lter 1b » Unresolved Staff Comments

We do not have any unresolved comments from the SEC staff
regarding our periodic or current reports under the Securities
Exchange Act of 1934, as amended.

Iltam 2 » Properties

Distribution Operations » As of December 31, 2006, the proper-
ties of our distribution operations segment represented approxi-
mately 80% of the net property, plant and equipment in our
consoliclated balance sheet. This property primarily includes
assets used for the distribution of natural gas to our customers in
our service areas. including more than 43,000 miles of distribution
and transmission mains. We have approximately 7.35 billion cubic
feet (Bef) of liquefied natural gas (LNG) storage capacity in five
LNG plants located in Georgia, New Jersey and Tennessee. In
addition, we own three propane storage facilities in Virginia and
Georgia that have a combined storage capacity of approximately
4.5 million galions. These LNG plants and propane facilities stip-
plement the gas supply during peak usage periods.

Erergy investments » The properties in our energy investments
segment are primarily investments that are complementary to our
distribution operations or provide services consistent with our core
enterprises, including a natural gas storage and hub facility in
Louisiana located approximately eight miles from the Henry Hub.
The Henry Hub is the largest centralized peint for natural gas spot
and futures trading in the United States. The New York Mercantile
Exchange. Inc. (NYMEX) uses the Henry Hub as the point of deliv-
ery for its natural gas futures contracts. Many natural gas marketers
also use the Henry Hub as thair physical contract delivery point or
their orice benchmark for spot trades of natural gas. Our natural
gas storage and hub facility consists of two salt-dome gas storage
caverns with approximately 9.72 Bef of total capacity and about
7.23 Bef of working gas capacity. The facility has approximately
0.72 Bcf/day withdrawal capacity and 0.36 Bcf/day injection
capacity. We completed a project during 2005 to expand com-
pression capability, enabling us to increase the number of times a
customer can inject and withdraw their total gas inventory annually
from 10to 12.

We also own a propane facility in Virginia. The propane facil-
ity provides our utility in Virginia with 0.03 Bcf of propane air per
day on a 10-day per year basis. This system is important to our
Virginia operations because it provides propane as a substitute for
natural gas when natural gas demand is peaking.
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In addition, energy investments’ properties include telecommunications conduit and fioer in public rights-of-way that are leased to our
customers primarily in Atlanta and Phoenix. This includes over 76,000 fiber miles, of which approximately 32% of our dark fiber in Atlanta and
24% of our dark fiber in Phoenix has been leased.

Retail Energy Operations, Wholesale Services and Corporate » The properties used at our retail energy operations, wholesale services and
corporate segments consist primarily of leased and owned office space in Atlanta and Houston and their contents, including furniture and fix-
tures. The majority of our Atlanta-based employees are located at our corporate headguarters, a leased building with approximately 227,000
square feet of office space. In addition, our retail energy operations segment leases approximately 30,200 square feet at another office build-
ing in Atlanta. We lease approximately 32,000 square feet of office space for our employees in Houston.

We own or lease additional office, warehouse and other facilities throughout our operating areas. We consider our properties and the
properties of our subsidiaries to be well maintained, in good operating condition and suitable for their intended purpose. We expect additional
or substitute space to be available as needed to accommodate expansion of our operations.

Below is a map illustrating our total asset base and existing service territories as of December 31, 2006:

AGL Resources
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itam 3 » Legal Proceedings

The nature of our business ordinarily results in periodic regulatory proceedings before varicus state and federal authorities. In addition, we are
party. as both plaintiff and defendant, to a number of lawsuits related to our business on an ongoing hasis. Management believes that the out-
come of alt regulatory proceedings and litigation in which we are currently involved will not have a material adverse effect on our consolidated
financial condition or results of operations. information regarding some of these proceedings is contained in ltem 7, "Management's Discus-
sion and Analysis of Financial Condition and Results of Operations” under the caption "Resufts of Operations” and in Note 8 to our consoli-
dated financial staterments under the caption “Litigation” set forth in Iteam 8, *Financial Statements and Supplementary Data.”

item 4 » Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of our security holders during the fourth quarter ended December 31, 2006.



Item 4a » Executive Officers of the Registrant
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Set forth below are the names, ages and positions of our executive officers along with their business experience during the past five years.
All officers serve at the discretion of our Board of Directors. All information is as of the date of the filing of this report.

=8

winine fomaany

John W. Somerhaider II, Age 51°
President and Chief Executive Officer

Andrew W. Evans, Age 10"
Executive Vice President and Chief Financial Officer
Senior Vice President and Chief Financial Officer
Vice President and Treasurer

Kevin P. Madden, Age 54
Executive Vice President, External Affairs
Executive Vice President, Distribution and Pipeline Operations
Executive Vice President, Legal, Regulatory and Governmental Strategy

R. Eric Martinez, Jr., Age 38
Executive Vice President. Utility Operations
Senior Vice President, Business Process Initiatives
Vice President and General Manager of Elizabethtown Gas
Senior Vice President, Engineering & Construction of Pivotal Energy Development
Chief Operating Officer of AGL Networks, LLC
Vice President and General Manager of AGL Networks, LLC
Vice President, Business Development

Paul R. Shlanta, Age 49
Executive Vice President, General Counsel and Chief Ethics and Compliance Officer
Senior Vice President, General Counsel and Chief Corporate Compliance Officer
Senior Vice Presiclent, General Counsel and Corporate Secretary
Senior Vice President and General Counsel

Melanie M. Platt, Age 52
Senior Vice President, Human Resources
Senior Vice President and Chief Administrative Officer
Vice President of Investor Relations
Vice President and Corporate Secretary

Douglas N. Schantz. Age 51°

President, Sequent Energy Management, LP

March 2006-Present

May 2006-Present
September 20056-May 2006
April 2002-September 2005

November 2005-Present
April 2002-November 2005
September 200 1-April 2002

November 2005-Present
August 2005-November 2005
December 20041-August 2005
August 2003-December 20041
December 2002-August 2003

June 2002-December 2002
October 2000-June 2002

September 2005-Present
Sentember 2002-September 2005
July 2002-September 2002
September 1993-July 2002

September 2004-Present
November 2002-September 2004
May 1898-November 2002
January 1985-June 2002

fiy =] IVEE BB L

May 2003-Present
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item 5 » Market for the Registrant’s Common
Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities

Holders of Common Stock, Stock Price and
Dividend Information

Our common stock is listed on the New York Stock Exchange
under the symbol ATG. At January 31, 2007, there were 7,512
record holclers of our common stock. Quarterly information con-
cerning our high and tow stock prices and cash dividends paid in
2006 and 2005 is as follows:

Quatoonded 7 T g Cow

2006

March 31, 2006 $36.48  $34.40 $0.37
June 30, 2006 38.13 34.43 0.37
September 30, 2006 40.00 34.76 0.37
December 31, 2006 40.09 36.04 0.37
2005

March 31, 2005 $36.09  $32.00 $0.31
June 30, 2005 38.89 33.37 0.31
September 30, 2005 39.32 35.29 0.31
December 31, 2005 37.54 32.23 0.37

We have historically paid divicends to common shareholders
four times a year: March 1, June 1, September 1 and December 1.
We have paid 237 consecutive quarterly dividends beginning in
1948. Our common shareholders may receive dividends when
declared at the discretion of our Board of Directors. See ftem 7
“Management's Discussion and Analysis of Financial Condition
and Results of Operations —Liquidity and Capital Resources —
Cash Flow from Financing Activities —Dividends on Common
Stock." Dividends may be paid in cash, stock or other form of pay-
ment, and payment of future dividends will depend on our future
earnings, cash flow, financial requirements and other factors,
some of which are noted below. In certain cases, our ability to pay
dividends to our common shareholders is limited by the following:

= our ability to satisfy our obligations undler certain financing
agreements. including debt-to-capitalization and total share-
holclers’ equity covenants

= our ability to satisfy our obligations to any preferred shareholders

Under Georgia law, the payment of cash dividends to the
holders of our common stock is limited to our legally available
assets arfc subject to the prior payment of dividends on any
outstanding shares of preterred stock. Qur assets are not legally
available for paying cash dividends if, after payment of the dividend:

= we could not pay our debts as they become due in the usual
course of business, or

= our total assets would be less than our total liabilities plus, sub-
ject to some exceptions, any amounts necessary 1o satisfy
(upon dissolution) the preferential rights of shareholders whose
preferential rights are superior to those of the shareholders
receiving the dividends
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Issuer Purchases of Equity Securities

The following table sets forth information regarding purchases of our cormmon stock by us and any affiliated purchasers during the three
months ended December 31, 2008. Stock repurchases may be made in the open market or in private transactions at times and in amounts
that we deem appropriate. However, thers is no guarantee as to the exact number of additional shares that may be repurchased, and we may
terminate or limit the stock repurchase program at any time. We will hold the repurchased shares as treasury shares.

&
e

October 2006 111.000 $37.02 109.100 7,160,400

Ly

November 2006 108.121 $37.74 105,000 7,055,400
December 2006 98,180 $39.10 82,800 6,972,500

Total fourth quarter 317,901 $37.92 297,000

cassd o das wrle o HU00 shness eekad s
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The information required by this item regarding securities authorized for issuance under our eguity compensation plans will be set forth
under the caption “Executive Compensation-Equity Compensation Plan Information” in the Proxy Statement for our 2007 Annual Meeting of
Shareholders or in a subseguent amendment to this report. All such information will be incorporated by reference from the Proxy Statemant in
Itern 12, "Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters™ hereof or set forth in such
amendment to this report.
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Baesavisnmes 107 005 R e ks _ 2006 205 2004 o2 R
Income statement data B i
Operating revenues 82,621 $2,718 $1.832 $ 983 $ 877
Cost of gas 1,482 1,626 995 339 268
Operating margin' . _.1ase o 1oge 837 _ 644 B08
Operating expenses
Qperation and maintenance 473 ATT 377 283 274
Depreciation and amortization 138 133 9 91 29
Taxes other than income taxes 40 410 29 28 29
Total operating expenses o 651 850 505 402 392
Gain on sale of Caroline Street campus o - = 16 =
Operating income 488 442 258 217
Equity in earnings of ScuthStar Energy Services LLC - — — 46 27
Other (expense) income (M (1) — (B) 3
Minority interest (23) 22) (18) — —
Earnings before interest and taxes (EBIT)’ 464 419 314 298 247
Interest expense . 123 109 T 75 86
Earnings before income taxes 341 310 243 223 161
Income taxes 129 17 90 87 58
Income before cumulative effect of change in accounting principle 212 193 153 136 103
Curnulative effect of change in accounting principle, net of $5 in income taxes - — - (8) —
Net income $ 212 $ 193 $ 183 $ 128 $ 103
Common stock data
Weighted average shares outstanding —basic 77.6 77.3 66.3 83.1 56.1
Weighted average shares outstanding— diluted 78.0 77.8 67.0 63.7 56.6
Total shares outstanding” 77.7 77.8 76.7 64.5 56.7
Earnings per share —basic $ 2.73 $ 2.50 $ 2.30 $ 2.03 $ 1.84
Earnings per share —diluted $ 272 $ 2.48 $ 2.28 $ 2.01 $ 1.82
Dividends declared per share $ 1.48 $ 1.30 $ 1.15 $ 111 % 1.08
Dividend payout ratio 54% 52% 50% 55% 59%
Dividend yield 3.8% 3.7% 3.5% 3.8% 4.4%
Book value per share® $20.72 $19.27 $18.04 $141.66 $12.52
Price-earnings ratio 14.3 13.9 145 14.3 13.2
Market value per share* $38.91 $34.81 $§33.24 $29.10 $24.30
Market value” §3,023 $2,708 52,551 $1,877 $1,378
Balance sheet data®
Total assets $6,147 $6.320 $5.637 $3,972 $3.742
Property, plant and eguipment—net 3,436 3,333 3,178 2,345 2,194
Working capital 195 73 (20 (306) (429)
Total debt 2,161 2.137 1,957 1,340 1,413
Common sharenolders’ eguity _ 1,809 - 1,499 1,385 845 _ 710
Cash flow data
Net cash provided by operating activities S 354 $ 80 $ 287 $ 122 $ 286
Property, plant and equipment expenditures 253 267 264 158 187
Net borrowings and (payments) of short-term debt 6 188 {(480) (82) 4
Cash paid for interest 108 89 50 60 73
Financial ratios”
Total clebt 57% 59% 59% 59% 67 %
Common shareholders' equity 43% 41% 41% 1% 33%
Total 100% 100% 100% 100% 100%
Return on average common shareholders’ equity 13.6% 13.4% 13.1% 15.5% 14.7%
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item 7 » Management'’s Discussion and Analysis
of Financial Condition and Results of Operations

Overviaw

We are an energy services holding company whose principal busi-
ness is the distribution of natural gas in six states —Florida. Geor-
gia, Maryland. New Jersey, Tennessee and Virginia. Our six utilities
serve more than 2.2 million end-use customers. making us the
largest distributor of natural gas in the southeastern and mid-
Atlantic regions of the United States based on customer count. We
are involved in various related businesses, including retail natural
gas marksting to end-use customers primarily in Georgia: natural
gas asset management and refated logistics activities for our own
utilities as well as for nonaffiliated companies: natural gas storage
arbitrage and related activities; and the development and opera-
tion of high-deliverability underground natural gas storage assets.
We also own and operate a small telecomrmunications business
that constructs ancl operates conduit and fiber infrastructure within
select metropolitan areas. We manage these businesses through
four operating segments —distribution operations, retail energy
operations, wholesale services and energy investments—and a
nonoperating corporate segment. As of December 31, 2006, we
employed a total of 2,369 employees across these five segments.

The distribution operations segrnent is the largest compo-
nent of our business and is subject to regulation and oversight by
agencies in each of the six states we serve. These agencies
approve natural gas rates designed to provide us the opportunity
to generate revenues to recover the cost of natural gas delivered
ta our customers and our fixed and variable costs such as depre-
ciation, interest, maintenance and overhead costs, and to earn a
reasonable return for our shareholders. With the exception of
Atlanta Gas Light. our largest utility. the earnings of our regulated
utilities can oe affected by customer consumption patterns that
are a function of weather conditions and price levels for natural
gas. Our noin-Georgia juriscictions have various regulatory mecha-
nisms to provide us with a reasonable opportunity to recover our
costs, but these methods of recovery are not direct offsets to the
potential impacts on earnings. Atlanta Gas Light charges rates to
its customers primarily as monthly fixed charges. Our retail energy
operations segment, which consists of SouthStar. also is weather
sensitive and uses a variety of hedging strategies, such as weather
derivative instruments and other risk management tools. to miti-
gate potential weather impacts. Our Sequent subsidiary within our
wholesale services segment is weather sensitive, with increased
earnings opportunities, as well as increased l0ss potential, during
periods of extreme weather conditions. which typically produce
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greater price volatility. Our energy investments segment's primary
business is our natural gas storage, which develops, acguires and
operates high-deliverability salt-dome storage assets in the Gulf
Coast region of the United States. While this business also can
generate additional revenue during times of peak market demand
for natural gas storage services, the majerity of our storage serv-
ices are covered under medium- to long-term contracts at a fixed
rarket rate.

2006 Business Highlights

We achieved several significant milestones during 2006 that posi-
tion us well for future growth and for providing long-term value to
our shareholders.

= We completed our rate proceeding in Virginia. which resulted in
a five-year rate freeze for customers under the first performance
based rate (PBR) plan approved in that state for a natural gas
utility. As part of the settlement reached with the parties in the
case, we have committed to spend approximately $48 million to
$60 milion to build a new pipeline that will improve access
to natural gas in certain areas we serve in Virginia, particularly
during critical peak periods. Also, the Virginia Commission
approved a permanent WNA for residential customers as part of
the settlement.

« We successfully resolved our rate proceeding in Tennessee.
which resulted in a $3 million base rate increase effective Janu-
ary 1, 2007 to offset higher costs and lower natural gas con-
sumption. Additionally, the rate proceeding improved our
authorizec return and improved our capital structure (65% debt
and 45% eguity) in a manner that is more consistent with our
utilities and other non-affiliated utilities.

= We continued to grow our asset management business at
Sequent which enables them to generate greater levels of eco-
nomic value during periods of market volatility.

= We expanded, through SouthStar, our retail footprint into the
Ohio ard Florida markets.

« We announced our intention to develop a 12 Bef natural gas
salt-dome storage facility, known as Golden Triangle Storage. in
Beaumont, Texas, at a capital cost of approximately $180 mil-
lion. The project will provide high-deliverability Gulf Coast stor-
age at a key markst point, with the first phase scheduled to be
in commercial operation in 2010.

2006 Business Results

In 2008, we earned $212 million in net income or $2.72 per diluted
share, compared with net income of $193 million. or $2.48 per
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diluted share, in 2005. The 10% increase in net income was the
result of a variety of factors:

= Our distribution operations segment’s EBIT improved by $11 mil-
lion or 4% in 2006 as compared to 2005. We continued to
benefit from the improved operating metrics of the utilities
we acquired in 2004. These results were offset, however, by
customer consumption declines due to warmer-than-normal
weather throughout the year and high natural gas prices, partic-
ularly during the first quarter of 2006.

« Qur retail energy operations segment provided stable year-over-
year earmings contributions despite the effects of declining cus-
tomer consumption. warmer weather and a lower of weighted
average cost or current market price (LOCOM) adjustment to
inventory. This segment’s marketing efforts during the year also
resulted in a slight increase in customer count.

» Our wholesale services segment captured significant arbitrage
opportunities due to price volatility and periods of extreme
weather conditions. As a result, this segment's EBIT contribu-
tion of $90 million was $41 million higher than in 2005, primarily
as a result of additional commercial activity and storage arbi-
trage opportunities throughout the year, as well as the recogni-
tion of hedge gains as forward NYMEX prices declined.

= QOur energy investments segment made progress on the evalua-
tion and development of several projects during 2006. While
these projects are expected to provide future earnings contribu-
tions, the assaciated business development expenses resulted in
a lower year-over-year performance in this segment as well as
the disposition in the second half of 2005 af certain non-strategic
assets acquired as part of the acquisition of NUI in Decem-
ber 2004.

= Our interest expense for 2006 increased $14 million as com-
pared to 2005. The increase reflects higher carrying costs asso-
ciated with higher inventory storage balances, as well as higher
short-tarm interest rates, relative to the prior year.

Results of Ogerations

AGL Resources

Revenues » We generate nearly all our operating revenues
through the sale, distribution and storage of natural gas. We
include in our consolidated revenues an estimate of revenues from
natural gas distributed, but not yet billed, to residential and com-
mercial customers from the latest meter reading date to the end of
the reporting period.

Operating Margin and EBIT » We evaluate the performance of
our operating segments using the measures of operating margin
and EBIT. We believe operating margin is a better indicator than
revenues for the contribution resuiting from customer growth in our
distribution operations segment since the cost of gas can vary sig-
nificantly and is generally passed directly to our customers. We
also consider operating margin to be a better indicator in our retail
energy operations, wholesale services and energy investments
segments since it is a direct measure of gross profit before over-
head costs. We believe EBIT is a useful measurement of our oper-
ating segments’ performance because it provides information that
can be used to evaluate the effectiveness of our businesses from
an operational perspective, exclusive of the costs to finance those
activities and exclusive of income taxes, neither of which is directly
relevant to the efficiency of those operations.

Our operating margin and EBIT are not measures that are
considered to be calculated in accordance with accounting princi-
ples generally accepted in the United States of America (GAAP).
You should not consider operating margin or EBIT an alternative
to. or a more meaningful indicator of, our operating performance
than operating income or net income as determined in accordance
with GAAP. In addition, our operating margin or EBIT measure may
not be comparable to similarly titled meastires of other companies.



The following table sets forth a reconciliation ot our operating mar-
gin and EBIT to our operating income and net income, together
with other consolidated financial information for the years ended
December 31, 20086, 2005 and 2004.

Fr cos 2008 2004
Operating revenues 32,621 $1.832
Cost of gas o 1,482 1,82¢ 985
Operating margin =~ 1,139 1,092 837
Operating expenses

Operation and maintenance 473 477 377

Depreciation and amortization 138 133 99

Taxes other than income .40 40 .29

Total operating expenses - 651 650 505

Operating income 488 442 332
Other expenses (1) (1 —
Minority interest B (23) 22 g
EBIT 464 119 314
Interest expenise o128 109 T
Earnings before income taxes 341 310 243
Income taxes ) 129 117 90
Net income $§ 212  $ 193  § 153
Earnings per common share:

Basic $273 $25 § 230

Diluted $ 272 $248  § 228
Weighted average number of

common shares outstanding:
Basic 77.6 77.3 66.3
Diluted 78.0 77.8 67.0
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Segment Information » Operating revenues. operating margin,
operating expenses and EBIT information for each ot our seg-
ments are presented in the following table for the years ended
December 31, 2006, 2005 and 2004:

g

2006

i

Distribution operations $1.624 $ 807 $499 $310
Retail energy operations 930 156 68 63
Wholesale services 182 139 49 90
Energy investments 41 36 26 10
Corporate” . (186) 1 9 &)
Consolidated $2,621  $1,139 $651 $464
2005
Distribution operations $1,783 § 814 $518 $299
Retail energy operations 996 146 61 63
Wholesale services 95 92 42 49
Energy investments 56 40 23 19
Corporate? ey oo — 6 1
Consolidated $2,718  $1.092 $650 $419
2004
Distribution operations $1.111 $ 840 $394 $o4a7
Retail energy operations 827 132 62 52
Wholesale services 54 53 29 24
Energy investments 25 13 8 7
Corporate’ 12 (19
Consolidated $505 $314
' Tagse e A0 LAAT e a 13 ZBIT U0 our coseat -

Discussion of Consolidated Results

2006 compared to 2005 » The increase in EBIT of $45 million or
119% in 2006 was primarily the result of increases at the distri-
bution operations and wholesale services segments. Wholesale
services’ EBIT improvement of $41 million primarily reflected the
recognition of hedge gains during 2006. as forward NYMEX prices
declined significantly. In contrast, NYMEX price increases experi-
enced during 2005 had the oppaosite effect, but to a lesser extent.
In the distribution operations segment. EBIT improved by $11 mil-
lion. and operating margin declined $7 million offset primarily by
reduced operating expenses of $19 million. Our retail energy oper-
ations segment's EBIT was flat compared to 2005. The energy
investments segment's EBIT was down $9 million primarily due to
the loss of EBIT contributions as the result of the saie in 2005 of
certain assets that were originally acguired with the 2004 acquisi-
tion of NUI.
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Our operating margin increased $47 million or 4% from
2005. The following table indicates the significant changes in our
operating margin:

[ o

Operatirrrwrg' Vrﬁargin for 2005

$1,092

Net change in the fair value of hedges

at wholesale services 60
Increased operating margins at retail

energy operations 16
Increased wholesale services commercial activities 5
Wholesale services inventory LOCOM adjustments

{net of hedging recoveries) (18)
Retail energy operations inventory LOCOM adjustments (B)
Lower operating margins at distribution

operations utllities (7
Loss of margin from energy investrnent assets

sold in 2005 )
Other o B
Operating margin for 2006 $1,139

Changes in commodity prices subject a significant portion of
our operations to earnings variability. Our nonutility businesses
principally use physical and financial arrangements to economi-
cally hedge the risks asscciated with both weather-related sea-
sonal fluctuations and changing commodity prices. In addition,
because these economic hedges are generally not cesignated for
hedge accounting treatment, our reparted earnings for the whole-
sale services and retail energy operations segments reflact
changes in the fair values of certain derivatives. These values may
change significantly from period to period and are reflected as
gains or losses within otir operating margin or our other compre-
hensive income (OCI) for those derivative instruments that gualify
and are designated as accounting hedges.

Forward NYMEX prices decreased during 2008, especially
during the third and fourth quarters. This resulted in the wholesale
services segment recognizing $41 million of storage hedge gains
in 2006, compared to the recognition of $7 million of storage
hedge losses in 2005. In addition, wholesale services recognized
$12 million in gains associated with the financial instruments used
to hedge its transportation capacity. Consequently, wholesals
services experienced a net change of $60 million from its hedging
activities for 2006 compared to 2005.

The results of the wholesale services segment also reflect
improved commercial activities of approximately $5 million.
Sequent was able to capture higher seasonal storage margins in
2006 and additional operating margin opportunities brought on
by higher temperatures during the late summer months. This offset
the lower operating margins that resulted from milder weather ear-
lier in the year.

As aresult of decreasing NYMEX prices, the wholesale serv-
ices segment evaluated the weighted average cost of its natural
gas inventory and recorded LOCOM adjustiments totaling $43 mil-
fion during 2006, however. as inventory was physically withdrawn
from storage during the year, $22 million of the 2006 adjustiments
were recovered and reflected in 2008 operating revenues when
the original economic results were realized as the related hedging
derivatives were settled.

We experienced increased operating margins at our retail
energy operations segment of $10 million clriven by improved retail
margins of $6 million and slightly higher storage and commercial
margins of $4 million. Storage anc commercial margins were
driven by improved optimization of storage and transportation
assets and effective commodity risk management, including net
gains on weather derivatives offset by a $6 million adjustment in
2006 to reduce inventory to market for which no LOCOM adjust-
ment was recorded in 2005. Retail operating margins increased
due to improved retail price spreads and an increase in the aver-
age number of customers offset by lower customer consumption
due to weather that was more than 10% warmer than the previous
year and lower late payment fees of $1 million due tc an increase
in the number of customers utilizing payment arrangements.

Operating margin for the distribution operations segment
decreased $7 million primarily from warmer weather affecting
customer usage and from our exiting the New Jersey and Florida
apoliance businesses. The margin at Elizabethtown Gas decreased
83 miltion with 18% warmer weather than in 2005, Virginia Natural
Gas’ margin decreased $4 million with 17% warmer weather, and
the margin at Flonda City Gas dacreased 32 million with 16%
warmer weather. Further. our exiting from the New Jersey and
Florida appliance businesses reduced margin by $3 million. This
margin reduction was partially offset by increased margin at
Atlanta Gas Light of $6 million primarily from gas storage carrying
costs from higher average inventory balances and pipeline replace-
ment program revenues from the continuing expenditures under
the program.

Our energy investments segiment operating margin decreased
$4 million due to the loss of contributions from certain assets we
acquired with the 2004 acquisition of NUI, but later sold in 2005.



Our operating expenses increased $1 million or 0.2% frorm
the same period in. 2005. The following table sets forth the signifi-
cant components of operating expenses:

Operating expenses for 2005 $650
Increased depreciation and amortization 5
Increased payroli, incentive compensation

and corporate overhead allocated costs

at wholesale services 7
Increased bad debt expenses at retail energy

operations and distribution operations 4
Lower expenses resulting from energy investment

assets sold in 2005 (8)
Lower expenses at distribution operations related

to workforce and facilities restructurings in 2005

and 2006 (15)
Other o ) 7 8
Operating expenses for 2006 $651

The wholesale services segment recorded §7 million of addi-
tional costs associated with payroll due to an increased number of
employees to support growth and increased incentive compensa-
tion, which is generally based on Sequent's operating perform-
ance. Bad debt expense for 2006 increased over 2005 primarily in
our retail energy operations segment. The retail energy operation’s
bad debt for 2006 was $13 million, a $3 million increase from the
same period in 2005, driven by an increase in the number of
accounts receivable balances past due more than 80 days due to
higher natural gas bills.

These increases were offset by $15 million in lower costs pri-
marily related to a 2005 restructuring at the distribution operations
segment, as a result of & reduction in the workforce and elimina-
tion of unnecessary facilities following the 2004 acguisition of NUI.
An additional $8 million decrease in operating expenses was
related to the operation of assets, primarily in the energy invest-
ments segment, that were originally acquired in the 20041 acquisi-
tion of NUl and later sold in 2005,

Interest expense for 2006 increased by $14 million or 13%
as compared to 2005. As indicated in the following table. higher
short-term interest rates and higher debt outstanding combined to
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increase our interest expense in 2006 relative to the previous year.
The increase of $200 million in average debt outstanding for 2008
cornpared to 2005 was due to additional debt incurred as a result
of higher working capital requirements.

[RRSAESRN 2006 200

Total interest expense $ 123 8§ 109

Average debt outstanding' 2,023 1,823
6.1% 6.0%

Average interast rate

© Lt (RS BB R

Based on $733 million of variable-rate debt, which includes
$527 millien of variable-rate short-ternm debt, $100 million of vari-
able-rate senior notes and $106 million of variable-rate gas facility
revenue bonds outstanding at December 31, 2006. a 100 basis
point change in market interest rates from 5% to 6% would result
in an increase in annual pretax interest expense of $7 million.

The increase in income tax expense of $12 million or 10%
for 2006 compared! to 2005 reflected additional income taxes pri-
marily due to higher corporate earnings year over year. We expect
our effective tax rate for the year ending December 31, 2007, to be
similar to the effective rate for the year ended December 31, 2006.

2005 compared to 2004 » Consclidated EBIT for 2005
increased by $105 million or 33 from the previous year, of which
$56 million related to EBIT contributions from the 2004 acquisi-
tions of NUI and Jefferson Island Storage & Hub, LLC (Jefferson
Island) and from Pivotal Propane of Virginia. Inc. (Pivotal Propane)
which became operational in 2005. The increase further reflected
increased contributions of $8 million from Atlanta Gas Light in
distribution operations, $11 million from retail energy operations
and $3 million from AGL Networks, LLC (AGL Networks) in energy
investments. Wholesale services” EBIT increased $25 million
primarily due to increased operating margins partially offset by
higher operating expenses. Corporate segment results improved
by 85 million compared to 2004, primarily due to merger and
acquisition-relatect costs incurred in 2004 but not in 2005.
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Our operating margin in 2005 increased $255 million or 30%
from 2004. The following table indicates the significant changes in
our operating margin:

Operating margin in 2004 $ 837
Increased operating margin at distribution operations

from accquired utilities 167
Increased wholesale services commercial activities 53
Increased operating margins at retail energy operations 14
Increased operating margins at Jefferson Island 13
Operating margin from energy invastment assets

acquired from NUI 8
Increased operating margin at distribution operations,

primarily Atlanta Gas Light 7
Increased operating margins at Pivotal Propane

and AGL Networks ' 7
inventory LOCOM adjustments at wholesale services 2)
Net change in the fair value of hedges
_atwholesale services R -

Operating margin in 2005 7 $1,002

The increase primarily reflects the NUI and Jefferson tsland
acquisftions and completion of the Pivotal Propane facility in
Virginia, as well as improved margins at SouthStar. Sequent and
AGL Networks. Excluding the addition of the NUI utilities, distribu-
tion operations’ margins improved by $7 million mainly as a result
of higher pipeline replacement revenues and additional carrying
costs charged fo Marketers for gas storage. Retail energy opera-
tions’ margins increased $14 million, due primarily to higher com-
modity margins. Wholesale services' operating margin increased
$39 million year over year. primarily due to significant market
volatility following the hurricane activity during the third quarter
and the continuing voiatile market conditions during the fourth
quarter of 2005. Energy invastments’ margins were up $27 million.
primarily as a result of the acquisition of Jefferson Island that con-
tributed $13 miltion, contributions from NU!I's nonutility businesses
of $8 million, contribution from Pivotal Propane of $3 million and
improved operating margin at AGL Networks of $4 million.

Our operating expenses increased $145 million or 29% from
2001. The following table sets forth the significant changes in our
operating expenses:

(IR
Operating expenses in 2004
Operating expenses at distribution operations
from NU utilities acquired December 2004 125
Increased operating expenses at whclesale
services, primarily payroll, incentive compensation

and depreciation 13
Operating expenses at energy investments from

NUI-acquired assets 8
Operating expenses at Jefferson lsland 3
Operating expenses at energy investments from

Pivotal Propane 3
Other ) B ) (7)

Operaﬂngréi'brehses in 2005 $650

The increase was prirmarily a result of $124 million in higher
expenses at distribution operations due to the addition of NUI. In
addition. operating expenses at energy investments increased
$15 million primarily due to the acldition of Jefferson Island, the NUI
nonutility assets and Pivotal Propane. Operating expenses at
wholesale services increased $13 million due to increased payroll
and employee incentive compensation costs resulting from its
operational and financial growth and depreciation on a trading and
risk management system placed in service during 2001. The -
increased operating expenses were offset by lower corporate
operating expenses primarily due to prior-year costs incurred with
merger and acquisition activities.

Interest expense for 2005 increased by $38 miillion or 51%
as compared to 2004. As indicated in the table below. higher
short-term interest rates and higher average debt outstanding
combined to increase our interest expense in 2005 relative to the
previous year. The increase of $519 million in average debt out-
standing for 2005 was due to additional debt incurred as a result
of the acquisitions of NUI and Jefferson Island and higher working
capital requirements as a result of higher natural gas prices.

$ 109 % 71
1,828 1.274
6.0% 5.6%

Total interest expense
Average debt outstanding’
Average interest rate

[
Cizoy sranu ol 2

Suistandg




The increase in income tax expense of $27 million or 30%
for 2005 compared to 2004 reflected additional income taxes
of $25 million due to higher corporate earnings year over year and
$2 million due to a slightly higher effective tax rate of 38% for 2005
as compared to 37% in 2004.

Distribution Qperations

Distribution operations includes our six natural gas local distrilou-
tion utility companies that construct, manage and maintain
intrastate natural gas pipelines and distribution facilities and serve
more than 2.2 million end-use customers.

Atlanta Gas Light » This natural gas local distribution utility oper-
ates distribution systems and related facilities throughout Georgia
serving approximately 1.5 million end-use customers. Atlanta Gas
Light customer counts are approximately 94% residential and 6%
conumercial or industrial. Atlanta Gas Light is regulated by the
Georgia Commigsion and its rates are frozen until 2010.

Atlanta Gas Light's natural gas market was deregulated in
1997 with Georgia’s Natural Gas Competition and Deregulation
Act (Deregulation Act). Prior to this act, Atlanta Gas Light was the
supplier ana seller of natural gas to its customers. Today, Mar-
keters—that is, marketers who are certificated by the Georgia
Commission to sell retail natural gas in Georgia on terms aporoved
by the Georgia Comimission—sell natural gas to end-use cus-
tomers in Georgia and handle customer billing functions. The Mar-
keters file their rates monthly with the Georgia Commission.
Atlanta Gas Light's role includes

= distributing natural gas for Marketers

= constructing, operating and maintaining the gas system
infrastructure, including responding to custormner service cails
and leaks

= reading meters and maintaining underlying customer premise
information for Marketers

Elizabsthtown Gas » This natural gas local distrioution utility
operates distribution systems and related facilities serving approx-
imately 269,000 customers in central and northwestern New Jer-
sey. Most Elizabethtown Gas customers are located in densely
populated central New Jersey. where increases in the number of
customers primarily result from conversions to gas heating from
alternative forms of heating. In the northwestern region of the
state, customer additions are driven primarily by new construc-
tion. Elizabethtown Gas customer counts are approximately 92%
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residential and 8% commercial or industrial. Elizabethtown Gas is
regulated by the New Jersey Commission and its rates are frozen
until 2010.

Virginia Naturai Gas » This natural gas local distribution utility
operates distribution systems and related facilities serving approx-
imately 264,000 customers in southeastern Virginia. Virginia
Natural Gas customer counts are approximately 92% residential
and 8% commercial or industrial. Virginia Natural Gas is regulated
by the Virginia Commission and its rates are frozen until 2011 sub-
ject to the terms of its PBR plan.

Florida City Gas » This natural gas local distribution utility oper-
ates distribution systems and related facilities serving approxi-
mately 104,000 customers in central and southern Florida. Florida
City Gas custorners purchase gas primarily for heating water,
drying clothes and cooking. Some customers, mainly in central
Florida, also purchase gas to provide space heating during the
winter season. Florida City Gas customer counts are approxi-
mately 94% residential and 6% commercial or industrial. Florida
City Gas is regulated hy the Florida Commission.

Chattanooga Gas » This natural gas local distribution utility oper-
ates distribution systems and related facilities serving approxi-
mately 61,000 customers in the Chattanooga and Cleveland areas
of southeastern Tennessee. Chattanooga Gas customer counts
are approximately 86% residential and 14% commercial or indus-
trial. Chattanooga Gas is regulated by the Tennessee Cornmission.

Elkton Gas » This natural gas local distribution utility operates dis-
tribution systems and related facilities serving approximately 6,000
customers in Cecil County, Maryland. Elkton Gas customer counts
are approximately 92% residential anc 8% commercial or indus-
trial. Eikton Gas is regulated by the Maryland Commission.
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The following table provides operational information for our five largest utilities. The daily capacity represents total system capability, and

the storage capacity includes on-system LNG and propane volumes.

Operations

20006 avg. customers (in thousands)
2005 avg. customers (in thousands)
2004 avg. customers (in thousands)®
Storage capacity’

Throughput —2006!

Throughput —2005"
Throughput — 2004 ¢

Peak storage capacity’

Miles of main’

Heating degree days —2006”

2006 % warmer than 2005

Heating degree days —2005°

2005 % colder than 2004

Heating degree days —2004*"
Rates

Last decision on change in rates
Authorized return on rate base®
Estimated 2006 return on rate base’
Authorized return on equity
Estimated 2006 returiy on equity”
Authorized rate base % of equity*
Rate base included in 2006 return on equity (in millions)*

Fegulatory Environment » Each utility operates subject to regula-
tions provided by the state regulatory agency in its service territo-
ries with respect to rates charged to our customers and various
service and safety matters. Rates charged to our customers vary
according to customer class (residential, commercial or industrial)
and rate jurisdiction. Rates are set at levels that allow recovery of
all prudently incurred costs, inciuding a return on rate base suffi-
cient to pay interest on debt and provide a reasonable return on
common equity. Rate base generally consists of the origiral cost of
utility plant in service. working capital. inventories and certain other
assets: less accumulated depreciation on utility plant in service,

Atenta Ges Lot Crzaostuewndas  Vegoie Nat

Pl e g T ELLT L L0 Betars 2 ot e

1,546 269 264 104 61
1,545 266 261 103 61
1,533 263 256 103 80
48.4 13.0 9.6 - 3.6
211 46 33 9 15
232 59 36 10 16
233 65 34 9 16
7.8 0.8 1.6 - 1.2
30,284 3.030 5.235 3,207 1,621
2.466 4,110 2,869 696 2,898
(100% (18)% (17)% (16)% (7)%
2,726 5.017 3,465 829 3.115
5% 2% 8% 3% 3%
2,589 4918 3214 82 3,010
Jun. 2005  Nov 2002  Oct. 1996  Feb. 2004  Dec. 2006
8.53% 7.95% 9.24% 7.36% 7.43%
8.45% 7.83% 7.65% 7.1% 7.00%
10.9% 10.0% 10.9% 11.25% 10.2%
10.73% 9.40% 8.49% 10.67% 9.01%
47 9% 53.0% 52 1% 36.8% 35 5%
$1,238 $417 $351 $120 $102

net deferred income tax liabilities and certain other deductions.
Our utilities are authorized to use a purchased gas adjustment
(PGA) mechanism that allows them to automatically adjust their
rates to reflect changes in the wholesale cost of natural gas and to
ensure the utilities recover 100% of the costs incurred in purchas-
ing gas for their customers. We continuously monitor the perform-
ance of our utilities to determine whether rates need to be further
adjusted through a rate case filing.

Straight-Fixed-Variable Rates » Atlanta Gas Light recog-
nizes ravenue under a straight-fixed-variable rate design whereby
Atlanta Gas Light charges rates to its custorners based primarily



on monthly fixed charges. however the Marketers bill these
charges directly to their customers. This mechanism minimizes the
seasonality of revenues since the monthly fixed charge is not volu-
metric and the monthly charge is not set to be directly weather
dependent. Weather indirectly influences the number of customers
that have aclive accounts during the heating season, and this has
a seasonal impact on Atlanta Gas Light's revenues since generally
more customers are connected in periods of colder weather than
in periods of warmer weather.

Weather Normalization » The tariffs of Elizabethtown Gas,
Virginia Natural Gas. and Chattancoga Gas contain WNA provi-
sions that are designed to help stabilize operating margin results
by increasing base rate amounts charged to customers when
weather is warmer than normal and decreasing amounts charged
when weather is colder than normal. The WNA is most effective in
a reasonable temperature range relative to normal weather using
historical averages. For Elizabethtown Gas, the weather normal-
ization provision was renewed in October 2004 and is based on a
20-year average of weather conditions.

Virginia Natural Gas received from the Virginia Commission
approval of a weather normalization program in September 2002
as a two-year experiment involving the use of special rates. In Sep-
tember 2004, Virginia Natural Gas received approval from the
Virginia Commission to extend the WNA program for an additional
two years with certain modifications to the existing program. The
modifications included removal of the commercial class of cus-
tomers from the WNA program and the use of a rolling 30-year
average to calculate the weather factor that is updated annually.
The residential WNA program was madle permanent by Virginia
Commussion order in September 2006.

Chattanooga Gas’ base rates include a weather normaliza-
tion provision that allows for revenue to be recognized based on a
factor derived from average temperatures over a 30-year period,
which offsets the impact of unusually cold or warny weaather on its
operating income.

Rate Settlement Agreements » On July 24, 2006, the Virginia
Commission issued an order approving Virginia Natural Gas’ PBR
plan with madifications. Under the PBR rate plan. Virginia Natural
Gas’ rates were frozen as an incentive for it to promote cost con-
tainment, productivity andl rate stability without traditional rate pro-
ceedings that set rates based on investrrent, return and cost of
service. These modifications include a reguirement to construct
and report on the progress of a pipeline connecting Virginia Natural
Gas’ northern and southern systems and reporting requirements
to monitor compliance with the terms of the PBR plan. Virginia
Natural Gas accepted the terms of the PBR plan as modified by
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the Virginia Commission in August 2006, The modified PBR plan
was effective August 1, 2006 with base rates frozen at current lev-
els for five years. The estimated cost to construct the pipeline is
between $48 million and $60 million, and the pipeline is expected
to be completed in 2009.

On June 30. 2006. we filed & general rate case with the Ten-
nessse Commission seeking approximately $6 million in increased
annual base rates to cover the rising cost of service at Chat-
tanooga Gas. Our rate case included a proposal for comprehen-
sive rate design, including an energy conservation program (ECP)
and a conservation and usage adjustment (CUA). The ECP would
provide incentives for customers to reduce their natural gas con-
sumption by offering rebates for more energy-efficient appliances
and to help customers better manage their energy costs. The CUA
is designed to mitigate the financial impact on Chattanooga Gas of
expected increased energy conservation by customers through
rate adjustrments.

The Tennessee Commission divided the case into two
phases: one phase to examine the revenue requirements and
traditional rate design issues and a second phase to review the
CUA and ECP. Approximately $5 million ot our base rate request
was related to the revenue requirement. In December 2008, the
Tennessee Commission approved a settlement agreement between
Chattanooga Gas, the Consumer Advocate and Protection Divi-
sion of the Attorney General's Office (Consumer Advocate) and the
Chattanooga Manufacturers Association settling the revenue
reguirements and traditional rate design issues of the case. The
settlement agreement was effective January 1, 2007, and provides
for a base rate increase of approximately $3 million of which
32 million will be an increase in operating margin and the remaining
will be a 81 million shift from WNA to base rates and have no over-
all impact on operating margin.

The settlement agreement establishes an authorized return
on equity of 10.2% for Chattanooga Gas, resulting in an overall
authorized rate of return of 7.89%. Prior to the setilement agree-
ment, Chattanooga Gas’ authorized return on equity was 10.2%
and its overall authorized rate of return was set at 7.43%. The sec-
ond phase of the case 1s scheduled to begin in February 2007 with
afinal ruling expected by September 30, 2007,

Customer Dernand » Our distribution operations businesses face
competition based on customer preferences for natural gas com-
pared to other energy products and the comparative prices of
those products. Our principal competition relates to electric utilities
and oil and propane providers serving the residential and commer-
cial markets throughout our service areas primarily through the
potential displacement or replacement of natural gas appliances
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with electric appliances. The primary competitive factors are the
prices for competing sources of energy and the desirability of nat-
ural gas heating versus alternative heating sources.

Competition for space heating and general household and
small commercial energy needs generally occurs at the initial
installation phase when the customer or builder makes decisions
as to which types of equipment to install. Customers generally
continue to use the chosern energy source for the life of the equip-
ment. Customer demand for natural gas could be affected by
numerous factors, including:

» changes in the availability or price of natural gas and other forms
of energy

= general economic conditions

* energy conservation

= legislation and regulations

= the capability to convert from natural gas to alternative fuels

= weather

* new housing starts

In some of our service areas, net growth continues to be
slowed due to the number of customers who leave our systerns
because of higher natural gas prices and competition from alterna-
tive fuel sources, including incentives offered by the local electric
utilities to switch to electric heat alternatives.

We expect customer growth to improve in the future through
our efforts to obtain new customers and retain existing customers.
These efforts include working to add residential customers, multi-
family complexes and high-value commercial customers that use
natural gas for purposes other than space heating. in addition, we
partner with numercus entities to market the benefits of gas appli-
ances and to identify potential retention options early in the
process for those customers who might consider converting to
alternative fuels.

Collective Bargaining Agreenments » In 2006, a collective bar-
gaining agresment representing approximately 300 Atlanta Gas
Light employees by Teamsters Local 528 was not renewed. As a
result. these employees are no longer represented by a bargaining
unit and now fall under our standard human resources pay and
benefit plans and policies. In January 2007, a majority of Chat-
tanooga Gas' hargaining unit employees submitted a petition to
Chattanooga Gas requesting the decertification of the Utility Work-
ers Union of America, Local 461, as their bargaining representa-
tive. Based on that majority showing, Chattanooga Gas filed a
petition with the National Labor Relations Board requesting that
the Board conduct a decertification election. The decertification
election is currently scheduled to take place on February 16. 2007.
The following table provides information about the collective
bargaining agreements to which our natural gas local distribution
utilities are parties:

Al alas a2, colrnnt axg a0
Communications Warkers of America (Local No. 1023) Elizabethtown Gas April 2007
Utility Workers Union of America (Local No. 461) Chattanooga Gas 21 April 2007
International Union of Operating Engineers (Local No. 174 Atlanta Gas Light 26 August 2007
Teamsters {Local Nos. 769 and 385) Florida City Gas 50 March 2008
Utility Workers Union of America (Local No. 424) Elizabethtown Gas 160 November 2009
International Brotherhoud of Electrical Workers {Local No. 50 Virginia Natural Gas B 141 May 2010
Total 106




Rasults of Operations »» The following table presents results of
operations for distribution operations for the years ended Decem-
ber 31. 2006, 2005 and 2004.

[T ) 2008 : &nna
Operating revenues 81,624  $1.753 %1111
Costofgas o 817 939 471
Operating margin’ 807 814 540
Operating expenses 499 518 394
Operating income 308 296 246
Other income 2 3 1
EBIT $ 310 § 299 § 247

hgl og”

Average end-use customers
(in thousands) 2,250 2,242 1,880

Qperation and maintenance
expenses per customer

EBIT per custormer

Toene oo

2006 compared to 2005 » EBIT increased §11 million or
1Y% in 20086 reflecting a decrease in operating expenses of $19 mil-
lion. partially offset by decreased operating margin of $7 million.

The operating margin decrease of $7 million or 1% in 2006
was primarily the result of lower usage resulting from customer
conservation and warmer weather. Operating margins decreased
$4 million at Virginia Natiral Gas. $3 million at Elizabethtown
Gas and $2 million at Florida City Gas. Also contributing to the
decrease was a $3 million decrease due to our exit from the New
Jersey and Florida appliance business operations in 2005. These
decreases were offset by a net increase in Atlanta Gas Light's
operating margin of $6 million consisting of $5 million i gas stor-
age carrying costs and $2 million in pipeline replacement program
(PRP) revenues. offset primarily by $2 million as a result of the
effect of the Georgia Commission's June 2005 Rate Order.

Operating expenses decreased $19 million or 4% in 2006
compared to the same period in 2005. primarily due to lower com-
pensation and facilities expense of $10 million, resulting from a
workforce and facilities restructuring in 2005, $5 million of reduced
outside services and $3 nullion in lcwer costs due to our exiting the
apoliance businesses acguired with our purchase of NUL. These
decreases were offset by a §1 million increase in bad delxt expense
primarily at Elizabethtown Gas due to higher gas prices in 2006.
Operating expenses also reflect a $2 million net gain compared to
2005 primarily due to the sale of properties in Georgia in 2006.
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2005 compared to 2004 » EBIT increased $52 million or
21% reflecting an increase in operating margin of $174 million,
partially offset by increased operating expenses of $124 million.
The husinesses acquired from NUI on Novermnber 30, 2004 con-
tributed aporoximately $50 million of EBIT in 2005 compared to
$7 million in 2004. This was due to the inclusion of the full-year NUI
results in 2005 as compared! to the inclusion of one month in 2001.

The $174 million or 27% increase in operating margin was
prirnarily due to the addition of NUI's operations, which contributed
$167 million. The remainder was primarily due to $8 million of
higher operating rmargin at Atlanta Gas Light. The increase at
Atlanta Gas Light resulted orimarily from higher PRP revenues of
$6 million and higher revenue of $3 million from additional carrying
charges to Marketers for gas stored. primarily due to higher gas
prices. Atlanta Gas Light also had approximately $3 milion of
increased operating margin from net customer growth. which off-
set a $3 million decrease in operating revenues that resulted from
the June 2005 Settlernent Agreerment with the Georgia Commis-
sion. Operating margin at Virginia Natural Gas and Chattanooga
Gas remained relatively flat compared to 2004.

The $124 million or 31% increase in operating expenses pri-
marily reflected the addition of NUI's operations which increased
operating expenses by $125 million.

Retail Energy Operations

Our retall energy operations segment consists of SouthStar, a joint
venture owned 70% by our subsidiary, Georgia Natural Gas Com-
pany, and 30% by Piedmont Natural Gas (Piedrmont). SouthStar
markets natural gas and related services to retail customers on an
unregulated basis, principally in Georgia as well as to commercial
and industrial customers in Terinessee, North Carolina, South Car-
ofina and Alabama. During 2008, SouthStar entered into agree-
ments with customers in Ohio and Florida to supply natural gas
starting in the fourth quarter of 2006.

The SouthStar executive comunittee. which acts as the
governing board, is comprised of six members, three representa-
tives from AGL Resources and three from Piedmont. Under the
joint venture agreement, ail significant management decisions
require the unanimous approval of the SouthStar executive com-
mittee; accordingly, our 70% financial interest is considered to be
rioncentrolling. Although our ownership interest in the SouthStar
oartnership is 70%. SouthStar's earnings are allocated 75% to
us and 25% to Piedmont. under an amended and restated joint
ventiire agreement executed in March 2004, Earnings related to
customers in Ohio and Florida are allocated 70%: to us and 30%
to Piedmaont. We record the earnings allocated to Piedmont as a

D. 45
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minority interest in our consolidated staterments of income, and we
record Piedmont’s portion of SouthStar's capital as a minority
interest in our consolidated halance sheets.

Competition » SouthStar competes with other energy marketers,
including Marketers in Georgia, to provide natural gas and related
services to customers in Georgia and the Southeast. Based on its
market share, SouthStar is the largest Marketer of natural gas in
Georgia, with average customers over the last three years in
excess of 530.000.

In addition, similar to distribution operations. SouthStar
faces competition based on customer preferences for natural gas
compared to other energy products and the comparative prices
of those products. SouthStar's principal competition for other
non-natural gas energy products relates to electric utilities and
the potential displacement or replacement of natural gas appli-
ances with electric appliances. This competition with other energy
products has been exacerbated by price volatility in the wholesale
natural gas commodity market and related significant increases in
the cost of natural gas hilled to SouthStar's customers, especially
during the fourth quarter of 2005 and the first and second guar-
ters of 2006.

Operating Margin » SouthStar generates operating margin pri-
marily in three ways. The first is through the sale of natural gas to
retall customers in the residential, commercial and industrial sec-
tors. primarily in Georgia where SouthStar captures a spread
between wholesale and retail natural gas prices. The second way
is through the collection of monthly service fees and customer
late payment fees.

The combination of these two retail price components is
evaluated by SouthStar to ensure such pricing is structured to
cover related retail customer costs, such as bad debt expense,
customer service and billing. and lost and unaccounted-for gas,
and to provide a reasonable profit, as well as being competitive to
attract new customers and maintain rmarket share. SouthStar's
operating margins are impacted by seasonal weather, natural
gas prices. customer growth and SouthStar's related market
share in Georgia, which has historically been approximately 35%.
SouthStar employs strategies to attract and retain a higher credit-
quality customar base. These strategies result not only in higher
operating margin, as these customers tend to utilize higher vol-
umes of natural gas. but also help to mitigate bad debt expense
due to the higher credit-quality of customers.

The third way ScouthStar generates margin is through its
commercial operations of optimizing storage and transportation
assets and effectively managing commodity risk, which enables

SouthStar to maintain competitive retait prices and operating mar-
gins. SouthStar is allocated storage and pipeline capacity that is
used to supply gas to its customers in Georgia. Through hedging
transactions, SouthStar manages exposures arising from changing
commodity prices using natural gas storage transactions to cap-
ture margin from natural gas pricing differences that occur over
time. SouthStar's risk management policies allow the use of deriv-
ative instruments for hedging and risk management purposes but
prohibit the use of derivative instruments for speculative purposes.

SouthStar accounts for its natural gas inventories at the
fower of weighted average cost or current market price. SouthStar
evaluates the weighted average cost of its natural gas inventories
against market prices and determines whether any declines in mar-
ket prices below the weighted average cost are other than tempo-
rary. For declines considered to be other than temporary, SouthStar
records adjustments to cost of gas in our consolidated statement
of income to reduce the weighted average cost of the natural gas
inventory to the current market price. As of December 31, 2006,
SouthStar recorded a LOCOM adjustment of $6 million. SouthStar
did not record a LOCOM adjustment in 2005 or 2004.

We have designated a portion of SouthStar's derivative
transaclions as cash flow hedges under Statement of Financial
Accounting Standards (SFAS) No. 133. "Accounting for Derivative
Instrurnents and Hedging Activities” (SFAS 133). We record deriv-
ative gains or losses arising from cash flow hedges in CCi and
reclassify them into earnings in the same period as the underlying
hedged item occurs and is recorded in earnings. We record any
hedge ineffectiveness, defined as when the gains or losses on the
hedging instrument do not offset and are greater than the losses or
gains on the hedged item. in cost of gas in our consolidated state-
ment of income in the period in which the ineffectiveness occurs.
SouthStar currently has minimal hedge ineffectiveness. We have
not designated the remainder of SouthStar's derivative instrurnents
as hedges under SFAS 133 and, accordingly, we record changes
in their fair value in earnings in the period of change.

SouthStar also enters into weather derivative instruments in
order to preserve marging in the event of warmer-than-normal
weather in the winter months. These contracts are accounted for
using the intrinsic value method under Emerging Issues Task Force
(EITF) Issue No. 98-02. "Accounting for Weather Derivatives.” The
weather derivative contracts contain settlement provisions based
on cumulative heating degree days for the covered periods. In
September 2008, ScuthStar entered into weather derivatives
(swaps and options) for the current winter heating season. During
2006. SouthStar recorded net gains on these weather derivatives
of approximately 85 million. These gains were largely offset by a



corresponding loss of operating margin cue to the warrm weather
the hedge was designed to protect against.

impact of Volatility in Natural Gas Prices » SouthStar's operat-
ing margin and EBIT from the sales of natural gas to retail cus-
tomers were affected by lower average usage in part due to
conservation and higher bad debt as a result ot higher and more
velatile natural gas prices during the 2005-2006 heating season.
SouthStar was also affected when natural gas prices further
declined at the end of 2006 resuiting in a LOCOM adjustment
to inventory.

SouthStar's operating margin and EBIT associated with the
optimization of storage and transportation assets and commodity
risk management during 2006 were affected by the decling in
wholesale natural gas prices. In 2005, natural gas prices were sig-
nificantly higher in part due to gas supply disruptions brought on
by hurricanes Katrina and Rita. For derivatives not designated as
hedges under SFAS 133, SouthStar generally records fair value
losses as natural gas prices decrease and fair value gains as natu-
ral gas prices increase.

SouthStar's pad debt expense was $13 million for 2006, a
$3 miillion increase from 2005. The increase in bad debt was
impacted by an increase in the amount of accounts receivable
balances past due more than 60 days and the expectation that a
majority of these past due accounts will not e collected. In addi-
tion, 81 million of aged deposits were applied to SouthStar's bad
debt on a one-tima basis in 2005. SouthStar enterad into pay-
ment arrangements with these customers in an effort to help cus-
tomers pay their higher natural gas bills during the 2005-2006
heating season. We expect that SouthStar's collection efforts will
continue to hefp mitigate the overall impact of bad debt expense
as a percentage of operating revenues. which were 1.4% for the
year ended December 31, 2006 compared to approximately 1.1%
(excluding the one-time application of aged depaosits) for the
same period 1IN 2005. We further believe that SouthStar's higher
credit-quality customer base mitigates our exposure to higher bad
debt expenses.

SouthStar alsc has experienced lower average usage per
customer during 2006. compared to the same period in 2005 due
to a number of factors including warmer weather and the sffects of
customer conservaticn. Though these two factors have con-
tributed to a $16 million unfavorable impact on operating margin.
net of gains on weather derivatives. relative to wholesale prices
and normalized temperatures. SouthStar achieved a net increase
in operating margin of $10 million for 2006 compared to 2005.
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Ohio Retail Market » In August 2008, SouthStar was awarded
the right to supply approximately a total of 10 Bef of natural gas to
customers of Dominion East Ohio (Dominion Ohio) through August
2008 (approximately 5 Bef/year). As part of this agreement, South-
Star will manage supply, transportation and storage of natural gas
on behalf of Dorinion Ohio. While we do not expect the Dominion
Ohio agreement to materially impact our results of operations,
SouthStar's entrance into the Ohio rmarket is part of its continued
growth strategy.

Results of Operations » The following table presents results of
operations for retail energy operations for the years ended Decem-
ber 31, 2006. 2005, and 2004.

LIRSE L . ... eoos 2406 an
Operating revenues $930 $996 $827
Costofgas 74 80 695
Operating margin' 156 146 132
Operatingexpenses 68 61 62
Operating income 88 85 70
Other expense (2) — —
Minority interest (23) {22y (18
EBIT $ 63 $ 83 $ 52
Meirce Gal ga et L L
Average customers (in thousands) 533 531 533
Market share in Georgiza 35% 35% 36%

Natural gas volumes (Bcf)

2006 compared to 2005 » EBIT for 2006 was relatively
flat as compared to 2005, driven by a $10 million increase in oper-
ating margin which was offset by a $7 million increase in operat-
ing expenses. a $2 milion increase in other expense and a
$1 million increase in minority interest due to the slightly higher
coperating income.

Operating margin increased by $10 million or 7% driven by
improved retail operating margins of $6 million and higher storage
margin gains of 34 million. Retail operating margins increased clue
to improved retail spreads and an increase of approximately 2,000
average customers in 2008 compared to 2005, offset by lower
customer consumption due to weather that was approximatety
10% warmer than 2005 and conservation. Late payment fees were
S1 million lower in 2006 as compared to 2005 due to more cus-
tomers being on payment arrangements in 2006. Additionally.
retail operating margins decreased compared to 2005 due to
higher interruptible margins in 2005 driven by peaking sales during
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curtailments. Storage marging were driven by improved optimiza-
tion of storage and transportation assets and effective commodity
risk management including net gains on weather derivatives. Stor-
age operating margins were irnpacted by an adjustment in 2008 of
$6 million to reduce inventory to market for which no LOCOM
adjustment was recorded in 2005.

Operating expenses increased $7 million or 11% primarily
due to higher bad deht expense of $3 million, increased deprecia-
tion of $1 million due to the implementation of system enhance-
ments. higher outside service costs of $1 million principally driven
by the current-year implementation of a new energy trading and
risk management (ETRM) system and $1 million from increases in
other general corporate overhead costs.

The retail energy operations segment made a $2 million char-
itable contribution in 2006. Minority interest increased $1 million as
aresult of increased operating income in 2006 comparad to 2005.

2005 compared to 2004 » The $11 million or 21% increase
in EBIT tor 2005 was driven by a $14 million increase in operating
margin and a $1 million decrease in total operating expenses, offset
oy a $4 million increase in minority interest due to higher earnings.

The $14 million or 11% increase in operating margin was pri-
marily the result of higher commodity margins and positive margin
captured with SouthStar's storage assets, offset by lower cus-
tomer usage and lower late payment fees ralative to 2004.

There was a slight decrease in operating expenses in 2005
compared to 2004. The decrease was primarily due to $1 million
n lower bad debt expense resulting from ongoing collection
process improvements. Minority interest increased $4 million or
22% as a direct result of increased operating income in 2005
compared to 2004,

Wholesale Services

Wholesale services consists of Sequent, our subsidiary involved in
asset management. transportation, storage. oroducer and peaking
services and wholesale marketing. Our asset management busi-
ness focuses on capturing economic value from idle or underuti-
lized natural gas assefs, which are typically armassed by
companies via investments in or contractual rights to natural gas
transportation and storage assets. Margin is typically created in
this business by participating in transactions that balance the
neeos of varying markets and time horizons.

Sequent provides customars with natural gas from the major
producing regions and market hubs primarily in the eastern and
mid-continental United States. Sequent purchases transportation
and storage capacity tc meet its delivery reqguirements and

customer obligations in the marketplace. Sequent’s customers
benefit from its logistics expertise and ability to deliver natural gas
at prices that are advantageous relative to other alternatives avail-
able to its customers. In 2008, Sequent entered into an agreement
which should facilitate the expansion of its operations into the
western United States and Canada and plans to pursue additional
opportunities in these regions during 2007. Sequent continues to
work on projects and transactions to extend its operating territory
and is entering into agreements of longer duration, as well as eval-
uating opportunities to expand its business focus and models.

Seasonality » Fixed cost commitments are generally incurred
evenly over the year, while margins generated through the use of
the assets are generally greatest in the winter heating season and
occasionally in the summer due to peak usage by power genera-
tors in meeting air-conditioning load. This increases the seasonal-
ity of Sequent's husiness, generally resuiting in higher margins in
the first and fourth quarters.

Coimpestition » Sequent competes for asset management busi-
ness with other energy wholesalers, often through a competitive
bidding process. There has been significant consolidation of
energy wholesale operations, particularly among major gas pro-
ducers. Financial institutions have also entered the marketplace.
As aresult, energy wholesalers have becorne increasingly willing to
place bids for asset management transactions that are priced to
capture market share. We expect this trend to continue in the near
term, which could result in downward pressure on the volume of
transactions and the related margins available in this portion of
Sequent’s business.

Asset Management Transactions » Qur asset management cus-
tomers include ocur own utilities, nonaffiliatec utilities, municipal
utilities and large industrial customers. These customers must
independently contract for transportation and storage capacity to
meet their demands. and they typically contract for this capacity
on a 365-day basis even thcugh they may only need a portion of
the capacity to meet their peak demands. Sequent enters into
agreements with these customers. either through contract assign-
ment or agency arrangement. whereby Sequent uses the cus-
tomers' rights to fransportation and storage capacity during
periods when customers do not need it. Sequent captures margin
by opﬂmizing the purchase, transportation. storage and sale of
natural gas, and Sequent typically either shares profits with cus-
tomers or pays them a fee for using their assets.
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The following table provides additional information on Sequent’s asset management agresments with its afflliated utilities.

Iyesions

Elktor} Gas

~ Mar 20

all

s fae tbantne

.. 2008,

08 Monthly Fixed-fee $—~
Chattanooga Gas Mar 2008 Annually  Profit-sharing 4 2
Atlanta Gas Light Mar 2008 Semi-annually  Profit-sharing 6 4 1
Elizabethtown Gas Mar 2008 Monthly Fixed-fee $4 4 — —
Florida City Gas Mar 2608 Annually  Profit-sharing 50% - - -
Virginia Natural Gas Mar 2009 Annually  Profit-sharing B) 2 5 3
Total §516 $i1 $8

i xed i

In January 2006, the Georgia Commission extended the
asset management agreement between Sequent and Atlanta Gas
Light for two additional years. In addition, Sequent’s asset man-
agement agreements with Chattanooga Gas and Elkton Gas were
extended for an additional year through March 2008.

Transportation Transactions » Sequent contracts for natural gas
transportation capacity and participates in transactions that man-
age the natural gas commodity and transportation costs to result
in the lowest cost to serve its various markets. Sequent seeks to
optimize this process on a daily basis as market conditions change
by evaluating all the natural gas supplies, transportation alterna-
tives and markets to which it has access and identifying the least-
cost alternatives to serve the various markets. This enables
Sequent to capture geographic oricing differences across these
various markets as delivered gas prices change.

As Sequent executes transactions to secure transportation
capacity, it often enters into forward financial contracts to hedge
its positions. The hedging instruments are derivatives, and Seguent
reflects changes in the derivatives' fair value in its reported operat-
ing resufts. During 2006, Sequent reportad gains of $12 million
associated with transportation capacity hedges. The majority of
this amount will be reversed during 2007 as the positions are set-
tied. Sequent did not report any significant gains or losses on
these types of hedges during 2005 or 2004.

Producer Services » Sequent’s producer services business pii-
marily focuses on aggregating natural gas supply from various
small and medium-sized producers located throughout the natural
gas production areas of the United States. principally in the Gulf
Coast region. Sequent provides producers with certain logistical
and risk management services that offer producers attractive
options to move their supply into the pipeline grid. Aggregating
volumes of natural gas from these producers allows Sequent to

provide markets to producers who seek a reliaple outlet for their
natural gas production.

Peaking Services » Sequent generates operating margin through,
among other things, the sale of peaking services, which includes
receiving a fee from affiliated and nonaffiliated customers that
guarantess those customers will receive gas under peak condi-
tions. Sequent incurs costs to support its obligations under these
agreements, which are reduced in whole or in part as the matching
obligations expire. Sequent will continue to seek new peaking
transactions as well as work toward extending those that are set
to expire.

Credit Rating » Sequent has certain trade and credit contracts
that have explicit minimum credit rating requirements. These credit
rating reguirements typically give counterparties the right to sus-
pend or terminate credit if our credit ratings are downgraded to
non-investment grade status. Under such circumstances, Seduent
would need to post collateral to continue transacting with some of
its counterparties. Posting collateral would have a negative effect
on our figuidity. if such collateral were not posted, Sequent’s ability
to continue transacting with these counterparties would be
impaired. If at December 31, 2006 our credit ratings hact been
downgracied to non-investment grade, the required amounts to sat-
isfy potential collateral dernands under such agreements between
Sequent and its counterparties would have totaled $10 million.

Energy Marketing and Risk Management Activities » We
account for derivative transactions In connection with Sequent’s
energy marketing activities on a fair value basis in accordance with
SFAS 133. Ws record derivative energy commaodity contracts
(including both physical transactions and financia! instruments) at
fair value. with unrealized gains or losses from changes in fair value
reflected in our earnings in the period of change.
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Sequent’s energy-trading contracts are recorded on an
accrual basis as required under the EITF issue No. 02-03, “Issues
Involved in Accounting for Contracts under EITF Issue No. 98-10,
‘Accounting for Contracts involved in Energy Trading and Risk
Management Activities™ (EITF 02-03) rescission of EITF 98-10,
unless they are derivatives that must be recorded at fair value
undler SFAS 133.

As shown in the table below, Sequent recorded a net unreal-
ized gain related to changes in the fair value of derivative instru-
ments utilized in its energy marketing and risk management
activities of $132 million during 2008, $30 million of unrealized
losses curing 2005 and unrealized gains of $22 million during
2004. The tables below illustrate the change in the net fair value of
the derivative instruments and energy-trading contracts during
2006, 2005 and 2004 and provide details of the net fair value of
contracts outstanding as of December 31, 2006.

e 2006
Net fair value of contracts

i

outstanding at beginning of period
Contracts realized or otherwise

settled during period 17 A7) 11
Change in net fair value of

contract gains 115 17 11
Net fair value of new contracts

entered into during period - — =
Net fair value of contracts

outstanding at end of period 119 (13) 17
Less net fair value of contracts

S({3) $17 8 (5)

i7 B

Unrealized gain {loss) related to
changes in the fair value of

derivative instruments $132 $(30) $22

The sources of Sequent's net fair value at December 31.
2006 are as follows. The “prices actively quoted” category repre-
sents Sequent’s positions in natural gas, which are valued exclu-
sively using NYMEX futures prices. “Prices provided by other
external sources” are basis transactions that represent the cost to
transport the commodity from a NYMEX delivery point to the con-
tract delivery point. Sequent’s basis spreads are primarily based
on quotes obtained either through electronic trading platforms or
directly from brokers,

L3NS Brues ol eny aactand
Mature through 2007 g2
Mature 2008-2009 6
Mature 2010-2012 - 2
Mature after 2012 B = o 2
Total net fair value $27 $92

Mark-to-Market Varsus Lower of Average Cost or Market »
Sequent purchases natural gas for storage when the current mar-
ket price it pays plus the cost for transportation and storage is less
than the market price it could receive in the future. Sequent
attempts to mitigate substantially all of the commodity price risk
associated with its storage portfolic. Sequent uses derivative
instruments to reduce the risk associated with future changes in
the price of natural gas. Seguent sells NYMEX futures contracts or
other over-the-counter derivatives in forward months to substan-
tially lock in the profit margin it will ultimately realize when the
stored gas is actually sold.

We view Sequent’s trading margins from two perspectives.
First, our commercial decisions are based on economic value,
which is defined as the locked-in gain to be realized in the state-
ment of income at the time the physical gas is withdrawn from
storage and ultimately sold and the derivative instrurnent used to
hedge natural gas price risk on that physical storage is settled.
Second is the GAAP-reported value both prior to and at the point
of physical withdrawal. The GAAP amount is impacted by the
process of accounting for the financial hedging instruments in
interim periods at fair vaiue between the time the gas is injected
into storage and when it is ultimately withdrawn and the financial
instruments are settled. The change in the fair value of the hedging
instruments is recognized in earnings in the period of change and
is characterized as unrealized gains or losses.

Natural gas stored in inventory is accounted for differently
than the derivatives Sequent uses to mitigate the commeodity price
risk associated with its storage portfolio. The natural gas that
Sequent purchases and injects into storage is accounted for at the
lower of average cost or current market value. The derivatives that
Sequent uses to mitigate commaodity price risk are accounted for
at fair value and marked to market each period. This difference in
accounting treatment can resuit in volatility in Sequent’s reported
results, even though the expected profit margin is essentially
unchanged fiom the date the transactions were consummated.
These accounting differences also affect the cornparability ot
Sequent's period-over-period resulis. since changes in forward
NYMEX pricas do not increase and decrease on a consistent basis
from year to year. During most of 2006, Sequent’s reported resuits
were positively impacted by decreases in forward NYMEX prices
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which resulted in the recognition of unrealized gains. In contrast, during most of 2005, Sequent’s reported results were negatively impacted by
increasas in forward NYMEX prices which resulted in the recognition of unrealized losses, although to a lesser extent. During 2004, the reported
results were not as significantly affected by changes in forward NYMEX prices. As a result, unrealized gains during 2006 had a positive impact
on the favorable variance between 2006 and 2005 and unrealized losses during 2005 had a negative impact on the favorable variance betwsen
2005 and 20041.

Storage Inventory Guticok » The following graph presents the NYMEX forward natural gas prices as of December 31. 2005, September 30,
2006, and December 31, 2006 for the period of January 2007 through March 2008, and reflects the prices at which Sequent could buy natural
gas at the Henry Hub for delivery in the same time period.

NYMEX Forward Curve
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Sequent’s expected withdrawals from physical salt-dome and reservoir storage are presented in the table below along with the
expected gross margin. Sequent's expected gross margin is nat of the impact of regulatory sharing and retlects the amounts that it would
expect to realize in future periods based on the inventory withdrawal schedule and forward natural gas prices at December 31, 2006.
Sequent’s storage inventory is hedged with futures, and as shown below, the NYMEX short pesitions are equal to the physical long positions,
which results in an overall locked-in margin, timing notwithstanding. Sequent’'s physical salt-dome and reservoir volumes are presented in
NYMEX equivalent contract units of 10,000 miblion British therrnal units (MMBtu).

o Q2 [Sa7-0 R : Tan

Salt-deme 412 - — — 7 419
Reservoir 3 o - 850 1 = 96 116 1,063
Total volumes 1,262 1 — 96 123 1,432
Expected gross margin (in millions) $9 $— $— 54 35 $18
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As of December 31, 20086. the weighted average cost of nat-
ural gas in inventory was $5.52 for physical salt-dome storage and
$5.18 for physical reservoir storage. These costs reflect adjust-
ments that were recorded at the end of each quarter in 2006 in
order to reduce the value of Sequent’s natural gas inventory to
market value at certain locations. Sequent reduced the inventory
value by $9 million after regulatory sharing for the quarter ended
Decermnber 31 and by $43 million for the year ended December 31,
2006. These adjustments negatively impacted Sequent's reported
earnings. However, as the carrying value of the inventory was
reduced. the expected gross margin in the table above increased
by an equal and offsetting amount. Sequent recovered $22 million
of the aggregate $43 million of gross margin reductions during
2006 and expects to recover the majority of the remainder during
the first quarter of 2007, as both the inventory is withdrawn from
storage and sold and the hedging instruments in place to lock in
the original margins on the storage transactions are settled and
recorded in our earnings.

Park and Loan Transactions » Sequent routinely enters into park
and loan transactions with various pipelines which allow it to park
gas on or borrow gas from the pipeline in one period and reclaim
gas from or repay gas to the pipeline in a subsequent period. The
economics of these transactions are evaluated and price risks are
managed in much the same way traditional reservoir and salt-
dome storage transactions are evaluated and managed.

During the spring and summer months of 2006, natural gas
prices were significantly lower than the futures prices for the
upcoming winter months. As a result, Sequent has entered into
transactions to park natural gas with the pipelines during the sum-
mer and receive the natural gas back during the winter.

Sequent enters into forward NYMEX contracts to hedge its
park and loan transactions. While the hedying instruments mitigate
the price risk associated with the delivery and receipt of natural
gas, they can also result in volatility in Sequent’s reported results
during the period before the initial delivery or receipt of natural gas.
During this period, if the forward NYMEX prices in the months of
delivery and receipt do not change in equal amounts, Sequent will
report a net unrealized gain or loss on the hedges.

Although Sequent’s quarterly results were modestly
impacted by unrealized hedge losses during 2006, on an annual
basis Sequent did not report any significant gains or losses on
park and loan hedges during 2006, 2005, or 2004.

Resuits of Operations » The following table presents results of
operations for wholesale services for the years ended December 31.
2008, 2005, and 2004.

lig > 2006 22U i
Operating revenues $182 $95 $54
Costofsales B 1
Operating margin’ 139 a2 53
Operating expenses .49 _ 42 .29
Operating income 90 50 24
Other expenses e = =
EBIT: $ 90 $49 $24
e e o _

Physical sales volumes (Bof/day)

220 247

The following table indicates the signiticant changes in
operating margin for the years ended December 31, 2006, 2005
and 2004:

i e 2006 220
Gain (loss) on storage hedges $ 41 $5
Gain on transportation hedges 12 — -
Commercial activity 107 102 49
Inventory LOCOM, net of

hedging recoveries {21) ) o
Operating margin $139 $ 92 $53

2006 compared to 2005 » The increase in EBIT of $41 mil-
lion or 84% in 2006 compared to 2005 was primarily due to an
increase in operating margin of $47 miition partially offset by an
increase in operating expenses of $7 million.

Sequent’s operating margin increased by $47 million or 51%
primarily due to improved commerclal opportunities associated
with larger seasonal storage spreads during the first half of 2006
and above-average temperatures during the late summer months.
These conditions offset the impacts of mild weather during the
winter and early summer and the lower level of market volatility
that we experienced compared to the hurricane activity in the Guif
of Mexico in 2005.

Additionally, the 2006 reported results were positively
impacted by forward NYMEX prices moving downward and the
narrowing of future seascnal spreads which resulted in the
recognition of $41 million of gains on Sequent’s economic storage
hedges in contrast to the prior period when forward prices
increased and resulted in the recognition of $7 milliors of hedge
losses. During 2006. Sequent also recognized $12 million in gains
associated with financial instruments used to hedge its transporta-
tion capacity. There were no significant gains or losses associated
with transportation hedges recognized in the prior period.



The positive impact from the price movements in 2006 was
partially offset by LOCOM adjustments that Sequent recorded at
certain storage locations during the year in order to reduce the
carrying value of its natural gas inventory to current market prices.
tn 2006, Sequent recorded a total of $43 million in LOCOM adiust-
ments: however $22 million of the adjustments were recoverad
during the period as the affected inventory was withdrawn from
storage and sold and the hedging instruments in place to lock in
the original margins on the storage transactions were settled. In
2005, Sequent recorded LOCOM adjustments of $3 million.

Operating expenses increased by $7 million or 17% primarily
due to higher costs associated with an increase in the number of
employees to support Sequent’s growth and additional incentive
compensation costs directly related to stronger financial perform-
ance in 2006, as well as a higher percentage of corporate over-
head costs than in 2005, primarily due to Sequent's growth. Tha
increased expenses were partially offset by lower costs associated
with outside services and other expenses.

2005 compared to 2004 » The increase in EBIT of $25 mit-
flion or 104% in 2005 compared to 2004 was primarily due to an
increase in operating margin of $39 million partially offset by an
increase in operating expenses of $13 million.

Sequent’s operating margin increased by $39 million or 74%
primarily due to the significant effects of the Gulf Coast hurricanes
during the third quarter of 2005 and lingering market disruptions
and price volatility throughout the fourth quarter. For the first nine
months of the year, reported operating margins were similar to that
of the prior year, with quarterly decreases being offset by quar-
terly increases. However, during the third quarter of 2005, whiie
Sequent created substantial economic value by serving fts cus-
torners during the storms, the reported operating margin was neg-
atively Impacted by accounting losses associated with storage
hedges as a result of increases in forward NYMEX prices of
approximately $6 per MMBtu. During the fourth quarter, natural
gas prices continued to be volatile in the aftermath of the hurri-
canes and Sequent was able to further optimize its storage and
transportation positions at levels in excess of the prior year. In
addition, previously reported hedge losses were partially recoverad
during the fourth quarter as NYMEX prices decreased approxi-
mately $3 per MMBtu.

Operating expenses increased by $13 milion or 45% due
to additional payroll associated with increased headcount and
increased employee incentive compensation costs driven by
Sequent’s operational and financial growth and depreciation
expense in connection with a new ETRM system. which was
implemented during the fourth quarter of the prior year.
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Energy investments

Jefferson Island » This wholly owned subsidiary operates a salt-
dome storage and hub facility in Louisiana, approximately eight
miles from the Henry Hub. The storage facility is regulated by the
Louisiana Department of Natural Resources {Louisiana DNR) and
by the FERC which has limited regulatory authority over the storage
and transportation services. The facility consists of two salt-dome
gas storage caverns with approximately 9.72 Bcf of total capacity
and about 7.23 Bef of working gas capacity. The facility has
approximately 0.72 Bef/day withdrawal capacity and 0.36 Bef/day
injection capacity. Jefferson Island provides storage and hub serv-
ices through its direct connection to the Henry Hub via the Sabine
Pipeline and its interconnection with seven other pipelines in the
area. Jefferson Island's entire portfolio is under firm subscription
for the 2006—2007 winter periodl.

In August 2006, the Office of Mineral Resources of the
Louisiana DNR informed Jefferson Island that its mineral lease —
which authorizes salt extraction to create two new storage cav-
erns —at Lake Peigneur had been terminated. The Louisiana DNR
identified two bases for the termination: (1) failure o make certain
mining leasehold payments in a timely manner, and (2) the absence
of salt mining cperations for six months.

in September 2008, Jefferson Island filed suit against the
State of Leuisiana to maintain its lease to complete an ongoing
natural gas storage expansion project in Louisiana. The project
would add two salt-dome storage caverns under Lake Peigneur
to the two caverns currently owned and operated by Jefferson
Island. In its suit, Jefferson Island alleges that the Louisiana DNR
accepted all leasehold payments without reservation and never
provided Jefferson Island with notice and opportunity to cure, as
required by state law. in its answer to the suit. the State denied
that anyone with propar authority approved late payments. As to
the second basis for termination, the suit contends that Jefferson
Island’s lease with the State of Louisiana was amended in 2004 so
that mining operations ars no longer required to maintain the lease.
The State’s answer denies that the 2004 amendment was properly
authorized. We continue to seek resolution of this dispute and we
are optiristic that a settiement can be reached with the State of
Louisiana that would allow us to proceed with the expansion. if we
are unable to reach a settiement, we are not able to predict the out-
come of the litigation. As of January 2007. our current estimate of
costs incurred that would be considered unusable if the Louisiana
DNR was successful in terminating our lease and causing us to
Cease the expansion project is approximately $8 million.



AGL Resources INg. / 2006 Annual Report

MDEA

Golden Triangie Storage » In December 2006. we announced
plans to build an approximate 3180 illion natural gas storage
facility in the Beaumont. Texas area in the Spindletop salt dome.
The project will consist of two underground salt-cdorne storags
caverns approximately a halt-mile to a mile below ground that will
hold about 12 Bet of working natural gas, or 17 Bef total storage
capacity. Golden Triangle Storage expects to finalize engineering
plans and obtain regulatory permits to begin construction in 2008.
The first salt-dome cavern is expected to begin operations in 2010,
and the second cavern is expected to begin operations in 2012.

Pivotal Propane » In 2005, this wholly owned subsidiary com-
pleted the construction of a propane air facility in the Virginia Nat-
ural Gas service area that provicles up to 0.03 Bef/day of propane
air on a 10-cday-per-year basis to serve Virginia Natural Gas' peak-
ing needs.

AGL Networks » This wholly owned subsidiary provides telecom-
munications conduit and dark finer. AGL Networks leases and sells
its fiber to a variety of customers in the Atlanta, Georgia and
Phoenix, Arizona metropolitan areas, with a small presence in
other cities in the United States. Its customers include local,
regional and national telecommunications companies. internet
service providers. educational institutions and other commercial
entities. AGL Networks typically provides underground conduit
and dark. fiber fo its customers under leasing arrangements with
terms that vary from one to twenty years. In addition, AGL Net-
works offers telecommunications construction services to compa-
nies. AGL Networks' competitors are any entities that have faid or
will lay conduit and fiber on the same route as AGL Networks in
the respective metropolitan areas.

Resuits of Operations » The foliowing table presents results
of operations for energy investments for the years ended Decenn-
ber 31, 2006. 2005 and 2004.

e o 2006
Operating revenues S41 558

Cost of sales b 18 12
Operating margin’ 36 40 i3
Operating expenses S 26 23 8
Operating mcome 10 17 5
Other income - 2 2

2006 compared to 2005 » The $9 million or 47% decrease
in EBIT is due primarily to the loss of operating margin and other
income contributions from the 2005 sale of certain assets that we
originally acquired with the 2004 acquisition of NUI and an increase
in operating expenses due to higher business development
expensess and increased costs at Jefferson Island offset by lower
expenses related to the sale of the former NUI assets in 2005.

Operating margin decreased $4 million or 10% largely due to
the oss of 39 miliion of operating margin contributions from certain
assets we acquired with the 2004 acguisition of NUI but sold in
2005. Jefferson Island's operating margin increased by $1 million
comparad to the prior year, in part due to increases in both firm and
interruptible margin opportunities. AGL Networks' operating margin
increasad by $1 million due to a larger customer base. Pivotal
Propane contributed a $2 million increase primarily in the first quar-
ter of 2006 as it did not become operational until April 2005.

Operating expenses increased $3 million or 13% compared
to 2005. Operating expenses at Pivotal Progane increased as it did
not become operational until April 2005. Jefferson Island’s operat-
ing expenses increased by $2 million due to the installation of new
compression equipiment and higher legal costs and property
taxes. Additionally. project and corporate development costs
increased $9 million. These costs were offset by decreased oper-
ating expenses of $8 million resulting from the 2005 sale of certain
assets that we originally accuired with the 2004 acquisition of NUI.
Other income decreased by $2 million due to the loss of earnings
contributions from certain assets we acquired with the 2004
acquiisition of NUI but sold in 2005.

2005 compared to 2004 » The $12 miflion or 17 1% increase
in EBIT in 2005 was primarily the result of increased operating mar-
gin of 827 million, offset by $15 million in higher operating expenses.

Of the $27 million or 208% increase In operating margin,
313 million resulted from Jefferson island. $8 million resulted from
NUI's nonutility businesses and $3 million resulted from Pivotai
Propane. AGL Networks contributed 34 million primarily as a result
of recurring revenues from fiber leasing activities of $1 miliion and
construction and new business activities of $3 million.

Of the $15 million or 188% increase in operating expenses.
88 million resulted from NUI's nonutility businesses, $3 million
resulted from Jefferson Island and $3 million resulted from Pivotal
Propane. AGL Networks™ operating expenses were relatively flat in
2005 as compared to 2004.



Corporate

Our corporate segment includes our nonoperating business units.
including AGL Services Company (AGSC) and AGL Capital Corpo-
ration (AGL Capital). AGL Capital provides for our ongoing tinancing
needs through a commercial paper program, the issuance of vari-
ous debt and hybrid securities, and other financing arrangements.

Pivotal Energy Development coordinates among our related
operating segments, the developiment. construction or acquisition
of assets in the southeastern, mid-Atlantic and northeastern
regions in order to extend our natural gas capabilities and improve
system reliability while enhancing service to our customers in
those areas. The focus of Pivotal Energy Development’s commer-
cial activities is to improve the economics of system reliability and
natural gas deliverability in these targeted regions.

We allocate substantially all of AGSC’s operating expenses
and interest costs to our operating segments in accordance with
various regulations. Our corporate segment also includes inter-
company eliminations for transactions between our operating
business segments. Our EBIT resuits include the impact of these
allocations to the various operating segments. The acquisition ot
additional assets, such as NUI and Jefferson Island, typically
enables us to allocate corporate costs across a larger nurnber of
businesses and, as a result, fower the relative allocations charged
to those business units we owned prior to the acquisition of the
new businesses.

Resuits of Operations » The following table presents results of
operations tor our corporate segment for the years ended Decem-
ber 31, 2006, 2005 and 2004.

lr oo 2006 2330 2004
Operating revenues $(156) $(182) $(185)
Cost of sales S (157) (182) (184
Operating margin'® 1 — (h
Operating expenses’ g &6 12
Operating loss (8) (6) (13
Other expenses - (1) - (B {3
EBIT® S (9 $ (11 $ (16}

e e . . 2008 E e
Payroll $ 55 $ 57 5 48
Benefits andcl incentives 36 34 32
Outside services 41 43 29
All other exoenses 50 o7 50
Allocations {(173) (183) (147
Total operating expenses $ 9 $ 6 $ 12
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The corporate segment is a nonoperating segment. As such.
changes in EBIT amounts for the indicated periods reflect the rela-
tive changes in various general and administrative expenses, such
as payroll, benefits and incentives, and outside services.

Liquidity and Capital Resources

To meet our capital and liguidity requirements we rely on operating
cash flow; short-term borrewings under our commercial paper
program, which is backed by our Credit Facility: borrowings under
Seguent's and SouthStar's lines of credit; and borrowings or stock
issuances in the long-term capital markets. Our issuance of vari-
ous securities, including long-term and short-term debot, is subject
to customary approval or authorization by state and federal regu-
latory bodies including state public service commissions and
the SEC. Furthermore, a substantial portion of our consolidated
assets. earnings and cash flow is derived from the operation of our
regulated utility subsidiaries, whose iegal autherity to pay divi-
dends or make other distributions to us is subject to regulation.
The availability of borrowings under our Credit Facility is limited
and subject to a total debt-to-capital ratio financial covenant spec-
ified within the Credit Facility. which we currently meet.

We will continue to evaluate our need to increase available
liquidity based on our view of working capital requirernents,
including the impact of changes in natural gas prices, liquidity
requirernents established by rating agencies and other factors.
Additionally, our liquidity and capital resource reguirements may
change in the future due to a number of other factors, some of
which we cannot control. These factors include:

= the seasonal nature of the natural gas business and our result-
ing short-term borrowing requirements, which typically peak
during colder montis

= increased gas supplies required to meet our customers’ neecls
during cold weather

= changes in wholesale prices and customer demand for our
produicts and services

= regulatory changes and changes in ratemaking policies of regu-
latory commissions

= contractual cash obligations and other commercial commitments

= interest rate changes

= pension and postretirement funding requirements

= changes in income tax iaws

= margin reguirements resulting from significant increases or
decreases in our commodity prices

= operational risks

= the impact of natural disasters, including weather
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Contractuai Obligations and Commitments » We have incurred various contractual obligations and financial commitments in the normal
course of our operating and financing activities. Contractual obligations include future cash payments required under existing contractual
arrangements, such as debt and lease agreements. These obligations may result from both general financing activities and from commercial
arrangerments that are directly supported by related revenue-producing activities. The following table illustrates our expected future contrac-

tual obligations as of Decemoer 31, 2006.

1y s

[N aves

$ 924

Interest charges’ $1,398 $ 99
Pipeline charges, storage capacity and gas supply?** 1,916 141 161
Long-term debt® 1,822 — — 300 1,322
Short-term debt 539 539 - — —
PRP costs® 237 35 82 85 35
Operating leases’ 170 32 47 34 57
ERC® 13 8 54, o
Total $1,159 $970 $2,810

We calculate any required pension contributions using the
projected unit credit cost method. Under this method, we were not
required to make any pension contribution in 2008, but we volun-
tarily made a $5 million contribution in October 2006. See Note 4
“Employee Benefit Plans,” for additional pension information.

We also have incurred various financial cornmitments in the
normal course of business. Contingent financial commitrments rep-
resent obligations that become payable only if certain predefined
events occur, such as financial guarantees, and include the nature
of the guarantee and the maximurn potential amount of future pay-
ments that could be required of us as the guarantor. The following
table illustrates our expected contingent financial commitments as
of December 31, 2006.

(IR CRES Toie 27
Standby letters of credit,
performance/surety bonds 14 §12 $2

Cash Flow from Operating Activities » We prepare our state-
ment of cash flows using the indirect method. Under this method,
we reconcile net income to cash flows from operating activities by
adjusting net income for those items that impact net income but do
not result in actual cash receipts or payments during the period,
These reconclling items include depreciation, changes in risk man-
agement assets and liabilities, undistributed earnings from equity
investments, changes in deferred income taxes. gains or losses on
the sale of assets and changes In the consolidated balance sheet
for working capital from the beginning to the end of the period.

Year-over-year changes in our operating cash flows are
attributable primarily to working capital changes within our distri-
bution operations, whalesale services and retail energy operations
segments resulting from the impact of weather, the price of natural
gas, the timing of customer collections, payments for natural gas
purchases and deferred gas cost recoveries.

We generate a large portion of our annual net income and
subsequent increases in our accounts receivable in the first anc
fourth quarters of each year cue to significant volumes of natural
gas delivered by distribution operations and SouthStar to our cus-
tomers during the peak heating season. In addition, our natural
gas inventories, which usually peak on November 1. are largely



drawn down in the heating season and provide a source of cash
as this asset is used to satisfy winter sales demand.

During this period, our accounts payable increases to reflect
payments due to provicers of the natural gas commodity and
piveline capacity. The value of the natural gas commodity can vary
significantly from one period to the next as a result of volatility in
the price of natural gas. Our natural gas costs and deferred pur-
chased natural gas costs due from or to our customers represent
the difference between natural gas costs that we have paid to sup-
pliers in the past and amounts that we have collected from cus-
tomers. These natural gas costs can cause significant variations in
cash flows from period to period.

In 2006. our net cash flow provided from operating activities
was 3354 million, an increase of $274 million or 343% from the
same period of 2005. The ircrease was primarily a result of higher
earnings in 2006 of $19 million, the recovery of working capital
curing 2006 that was deployed in 2005 due to the significantly
higher commodity prices and the amount of working capital
required during the last quarter of 2004 when prices were signifi-
cantly lower. Contributing te this increase was a decrease in the
amount of natural gas purchased for inventory at Sequent and our
utilities of $157 million as a result of mild weather in the prior heat-
ing season and therefore higher inventory balances for the current
heating season.

In 2003, our net cash flow provided from operating activities
was $80 million, a decrease of $207 million or 72% from the same
period of 2004, The decrease was primarily a result of increased
working capital requirements including increased spending of
$183 million for seasonal inventory injections in aclvance of the
winter sales demand. We spent more on these injections in 2005
primarily because of higher natural gas prices due to the effects of
the hurricanes in the Gulf Coast region and the full-year impact
associated with the purchase of natural gas for the utilities
acquired in November 2004 from NUI, principally Elizabetntown
Gas. These higher natural gas prices resutted in a 45% increase in
the average cost of our natural gas inventories.

Cash Flow from Investing Activities » Our investing activities
consisted primarily of property, plant and equipment {PP&E)
expenditures and our acauisitions of NUI for $116 million and Jef-
ferson Island for $90 million in 2004. Additionally in 2006. we
received approximately $5 million for the sale of land associated
with former operating sites. In 2005, we sold our 50% interest in
Saltville Gas Storage Comnpany (Sailtville) and associated sub-
sidiaries for $66 million to a subsidiary of Duke Energy Corpora-
tion. We acquired Saftville through our acquisition of NUI. in 2004.
we sold our general and limited partnership interests in US
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Propane LP which was a joint venture formed in 2000, for $31 mil-
lion. The following table provides additional information on our
actual and estimated PP&E expenditures.

.

[Ee R o o _ 2677 2006 .
Construction or preservation

of distribution facilities $159 144 3135 $64
Southern Natural Gas pipeline — 32 —
PRP 35 31 48 95
Pivotal Propane plant — - — 29
Jefferson Island 53 20 8 2
Telecommunications 3 3 1
Other 28 55 43 69

$267  $264

Total ' 3278 $253

o lrale e by

The decrease of $14 million or 5% in PP&E expenditures for
20086 compared to 2005 was primarilly due to the $32 million
acquisition of a 250-mile pipeline in Georgia from Southern Natural
Gas (SNG) in 2005 and $7 million for construction of distribution
facilities in Georgia. This was offset by higher expenditures of
$8 million at the corporate segment primarily on intarmation tech-
nology projects. $12 million at Jefferson tsland on its expansion
project and $5 million at retail energy operations primarily due to
the implementation of a new energy trading and risk management
(ETRM) system and enhancements to the retall billing system.

The increase of $3 million or 1% in PP&E expenditures for
2005 compared to 2004 was primarily due to the $32 million
acquisition of the SNG pipeline in 2005 and increased expenditures
of $71 million for the construction of distribution facilities, including
$27 million at Elizabethtown Gas and Florida City Gas, both of
which were acquired in November 2004, Also contributing to the
increase was $6 million of additional expenditures at Jefferson
island which completed a capital project to improve its compres-
sion capabilities. These increases were offset by reduced PRP
expenditures of $47 million due to the rate case settliement agree-
ment between Atlanta Gas Light and the Georgia Commission that
extended the program to 2013, reduced expenditures of $29 mil-
lion at the Pivotal Propane plant in Virginia as most of its construc-
tion expenditures were incurred in 2004 and reduced expenditures
at Sequent as its ETRM system was implemented in 2004.
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We expect our future PRP expenditures will primarily include
larger-diameter pipe than in prior years, the majority of which is
lccated in more densely populated areas. The following table pro-
vides more information on our expected PRP expenditures.

Ve 7 Bl ol e 1 Cagendbees (0 o7l
2007 $ 35
2008 38
2008 44
2010-2013 L

Totals $237

Cash Flow from Financing Activities » Our financing activities
are primarily composed of borrowings and payments of short-term
debt, payments of medium-term notes, borrowings of senior
notes, distributions to minority interests, cash dividends on our
common stock issuances, and purchases and issuances of treas-
ury shares. Qur capitalization and financing strategy is intended to
ensure that we are properly capitalized with the appropriate mix of
equity and debt securities. This strategy includes active manage-
ment of the percentage of total debt relative to total capitalization.
aporopriate mix of debt with fixed to floating interest rates (our
variable debt target is 25% to 45% of total debt), as well as the
term and interest rate profile of our debt securities. As of Decem-
ber 31, 2006, our variable-rate debt was $733 million or 34% of
our total debt. This included $527 million of variable-rate short-
term debt. $100 million of variable-rate senior notes and $ 106 mil-
lion of variable-rate gas facility revenue bonds. In 2005, our
variable-rate debt was also 31% of our total debt.

We also work to maintain or improve our credit ratings on
our debt to effectively manage our existing financing costs and
enhance our ability to raise additional capital on favorable terms.
Factors we consider important in assessing our credit ratings
inclucle our balance sheet leverage, capital spending, earnings,
cash flow generation, available liguicity and overall business rigks.
We do not have any trigger events in our debt instruments thaf are
tied to changes in our specified credit ratings or our stock price
and have not entered into any agreements that would require us to
issuie equity based on credit ratings or other trigger events. The
table below summarizes our credit ratings as of December 31,
2008, which reflects no change from last year.

SEFP Fion
Corporate rafing A-
Comrmerciai paper A-2 p-2 F-2
Senior unsecured BEB+ Baal A-
Ratings outlook Negative ~ Stable  Stable

Our credit ratings may be subject to revision or withdrawal at
any time by the assigning rating organization, and each rating
should be evaluated independently of any other rating. We cannot
ensure that a rating will remain in effect for any given period of time
or that a rating will not be lowered or withdrawn entirely by a rating
agenoy if, in its jucigment, circumstances so warrant. If the rating
agencies downgrade our ratings, particularly below investment
grade, it may significantly limit our access to the commercial paper
market and our borrowing costs would increase. In addition, we
would likely be required to pay a higher interest rate in future
financings, and our potential pool of investors and funding sources
woeuld decrease.

Our debt instruments and other financial obligations include
provisions that, if not complied with, could require early payment,
additional collateral support or similar actions. Qur most important
default events include maintaining covenants with respect to a
maximum leverage ratio, insolvency events, nonpayment of sched-
uled principal or interest payments. and acceleration of other
financial cbligations and change of control provisions. Our Credit
Facility's financial covenant requires us to maintain a ratio of total
debt to total capitalization of no greater than 70%: however, our
goal is to maintain this ratio at levels between 50% and 60%. We
are currently in compliance with all existing debt provisions and
covenants. For more information on our debt, see Note 7 “Delat.”

We believe that accornplishing these capitalization objec-
tives and maintaining sufficient cash flow are necessary to maintain
our investment-grade credit ratings and to allow us access to cap-
ital at reasonable costs. The componenis of our capital structure,
as of the dates indicated, are summarized in the following tables.

s ~ Dec. 31. 2006
Short-term debt 8 539 14%
Long-term debt’ 1,622 43
Total debt 2,161 57
Common shareholders’ equity 1,609 43
Total capitalization 83,770 100%
Short-term debt $ 522 141%
Long-term debt 1615 15
Total debt 2,137 59
Common shareholders” equity 1,499 al
33,636 100%

Total capitalization

st atonas! gte seans

Short-term Debt » Qur short-terrn debt is composed of
borrowings under our commercial paper program, lines of credit at
Sequent, SouthStar and Pivotal Utility, the current portion of our



medium-term notes and the current portion of our capital leases.
Our short-term debt financing generally increases between June
and December because our payments for natural gas and pipeline
capacity are generally inade to suppliers prior to the collection of
accounts receivable from our customers. We typically reduce
short-terin debt balances in the spring because a significant por-
tion of our current assets are converted into cash at the end of the
winter heating season.

In August 2008, we replaced our previous Credit Facility with
a new Credit Facility that supports our commercial paper program.
Under the terms of the new Credit Facility. the aggregate principal
amount available has been increased from $850 million to $1 billion
and we can request an option to increase the aggregate principal
arnount available for borrowing to $1.25 billion on not more than
three occasions during each calendar year. This Credit Facility
expires August 31, 2011. The increased capacity under our Credit
Facility increases our ability to borrow under our commiercial paper
program. Our total cash and available liquidity under our Credit
Facility as of the dates indicated are shown in the table below.

[k . o ~ Dce.31,2008 Doz 31,2005
Unused availability undler

the Credit Facility $1,000 $850
Cash and cash equivalents 20 &2
Total cash and available liguidity

under the Credit Facility $1,020 3882

As of December 31, 2006 and 2005, we had no outstanding
borrowings under the Credit Facility. However, the availability of
borrowings and unused availability under cur Credit Facility is lim-
ited and subject to conditions spacified within the Credit Facility,
which we currently meef. These conditions include:

= the maintenance of a ratio of tota! debt to total capitalization of
no greater than 70%

= the continued accuracy of representations and warrantias con-
tained in the agreement

In 2006, we extended Sequent’s two fines of credit through
June 2007 and August 2007. In addition, we extended Pivotal Util-
ity's line of credit through August 2007. These unsecured lines of
credit are unconditionally guaranteed by us.

In November of 2006, SouthStar closed a five-year $75 mil-
lion credit facility. This facility will be used for working capital needs
and general corporate needs. At December 31, 2006, there were
no outstanding borrowings on this line of credit.

Long-term Debt » In May 20086, we used the proceeds from
the sale of commercial paper to redeem $150 million of junior sub-
ordinated debentures and to pay a $5 million note representing
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our investment in our Capital Trust, previously included in notes
payable to trusts. In June 2008, we issued $175 million of 10-year
senior notes at an interest rate of 6.375% and used the net pro-
ceeds of $173 million to repay the commercial paper. In January
2007, we used proceeds from the sale of commercial paper to
recleem $11 million of 7% medium-term notes previously sched-
uled to mature in January 2015.

Interest Rate Swaps » To maintain an effective capital
structure, it is our policy to borrow funds using a mix of fixed-rate
debt and variable-rate debt. We have entered into interest rate
swap agreements for the purpose of hedging the interest rate risk
associated with our fixed-rate and variable-rate debt obligation.

Minority Interest » As a result of our consolidation of
SouthStars accounts effective January 1, 2004, we recorded
Piedmont’s portion of SouthStar's contributed capital as a minority
interest in our consolidated balance sheets and included it as
a component of our total capitalization. A cash distribution of
$22 million in 2006. $19 miliion in 2005 and $14 million in 2004 for
SouthStar's dividend distributions to Piedmont were recorded in
our consolidated statement of cash flows as a financing activity.

Dividends on Common Stock » In 2008, we made
$111 million in common stock dividend payments. This was an
increase of $11 million or 11% from 2005, which resulted from
increases in the amount of our quarterly common stock dividends
per share. In 2005, we made $10C million in common stock divi-
dend payments. This was an increase of $25 million or 33% from
2004, The increase was due to our 11 million share common stock
offering in November 2004, which increased the number of shares
outstanding. and the increases in the amount of our guarterly
common stock dividends per share.

In the last three fiscal years, we have made the following
increases in dividends on our common stock. For information
about restrictions on our ability to pay dividends on our common
stock, see Note 6.

Dot o0 2an e . Ceonrgase et d Izl i J
Nov 2005 19% $0.37 $1.48
Feb 2005 7 0.31 1.24
Apr 2004 - 4 0.29 o 1.16

Share Repurchases » [n March 2001 our Board of Direc-
tors approved the purchase of up to 600,000 shares of our com-
mon stock to he used for issuances under the Officer Incentive
Plan. During 2006. we purchased 32,801 shares. As of Decem-
ber 31, 2006, we had purchased a total 286,567 shares, leaving
318,433 shares available for purchase.
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In February 2006. our Board of Directors authorized a plan
to purchase up to eight million shares of our outstanding common
stock over a five-year period. These purchases are intencled prin-
cipally to offset share issuances under our employee and non-
employee clirector incentive compensation plans and our dividend
reinvestment and stock purchase plans. Stock purchases under
this program may be rmade in the open market or in private trans-
actions at times and in amounts that we deem appropriate. There
is no guarantee as to the exact number of shares that we will pur-
chase, and we can terminate or limit the program at any tirne. We
will hold the purchased shares as treasury shares. During 2008,
we repurchased 1,027,500 shares at a weighted average price of
$36.67. For more information on our share repurchases see ltem 5
“Market for the Registrant’s Common Equity, Related Stockholder
Matters and Issuer Purchases of Equity Securities.”

Shelf Registration » We currently have remaining capacity
under an October 2004 shelf registration statement of approxi-
mately $782 million. We may seek additional financing through
debt or equity offerings in the private or public markets at any time.

Critical Accounting Policies

The preparation of our financial statements requires us to make
estimates and judgments that affect the reported amounts of
assets, liabilities. revenues and expenses and the related disclo-
sures of contingent assets and liabilities. We based our estimates
on historical experience and various other assumptions that we
believe to be reasonable under the circumstances. and we evalu-
ate our estimates on an ongoing basis. Qur actual results may
differ from our estimates. Each of the following critical accounting
policies involves complex situations requiring a high degree
of judgment either in the application and interpretation of existing
literature or in the development of estimates that impact our finan-
cial statements.

Pipetine Replacement Program » Atlanta Gas Light was ordered
by the Georgia Commission {through a joint stipulation between
Atlanta Gas Light and the Coimmission staff) to undertake a PRP
that would replace all bare steel and cast iron pipe in its system in
the state of Georgia within & 10-year period oeginning October 1,
1998. Atlanta Gas Light identified and in accordance with this stip-
ulation, provided notice to the Georgia Commission of 2.632 miles
of bare steel and cast iron pipe to be replaced.

On June 10, 2005, the Georgia Commission approved a
Settlement Agreement with Atlanta Gas Light that, among other
things, extends Atlanta Gas Light's PRP by five years to require
that all replacements be completed by December 2013. The timing

of replacements was subsequently specified in an amendment
to the PRP stipulation. This amendment, which was approved by
the Georgia Commission on December 20. 2005, requires Atlanta
Gas Light to replace ali cast iron pipe and 70% of all bare steel
pipe by December 2010. The remaining 30% of bare steel pipe
is required to be replaced by December 2013. Approximately
131 miles of cast iron and 604 miles of bare steel pipe stili require
replacement. If Atlanta Gas Light does not perform in accordance
with the initial and amended PRP stipulation, it can be assessed
certain nonperformance penalties. However, 1o date, Atlanta Gas
Light is in full compliance.

The stipulation also provides for recovery of all prudent costs
incurred under the program, which Atlanta Gas Light has recorded
as a regulatory asset. The regulatory asset has two components:

= the costs incurred to date that have not yet been recovered
through rate riders
= the future expected costs to be recoversd through rate riders

The determination of future expected costs involves judg-
ment. Factors that must be considered in estimating the future
expected costs are projected capital expenditure spending,
including labor and material costs, and the remaining infrastructure
footage to be replaced for the remaining years of the program.
Atlanta Gas Light recorded a long-term liability of $202 million as
ot December 21, 2006 and $235 million as of December 31, 2005.
which represented engineering estimates for remaining capital
expenditure costs in the PRP. As of Decerber 31, 2006, Atlanta
Gas Light had recorded a current liability of $35 million. represent-
ing expected PRP expenditures for the next 12 months. We report
these estimates on an undiscounted basis. If the recorded liability
for PRP had been higher or lower by $10 million, Atlanta Gas
Light's expected recovery would have changed by approximately
$1 miltion.

Environmental Remediation Liabilities » Atlanta Gas Light his-
torically reported estimates of future remediation costs based on
probabilistic models of potential costs. We report these estimates
on an undiscounted basis. As we continue to conduct the actual
remediation and enter cleanup contracts, Atlanta Gas Light is
increasingly able to provide canventional engineering estimates of
the likely costs of many elements of its remediation program.
These estimates contain various engineering uncertainties, and
Atlanta Gas Light continuously attempts to refine and update
these engineering estimates.

Our latest available estimate as of December 31, 2006 for
those elements of the remediation program with in-place con-
tracts or enginearing cost estimates is $13 million for Atlanta Gas



Light's Georgia and Florida sites. This is an increase of $1 million
frorn the December 31. 2005 estimate of projected engineering
and in-place contracts, resulting from iricreased cost estimates
during 2006. For elements of the remediation program where
Atlanta Gas Light still cannot perform engineering cost estimates,
considerable variability remains in available estimates. The esti-
mated remaining cost of future actions at these sites is $14 mil-
lion. Atlanta Gas Light estimates certain other costs it pays
related to administering the remediation progranmy and remediation
of sites currently in the investigation phase. Beyond 2008, these
costs cannot be estimatec.

Atlanta Gas Light's environmental remediation liability is
included in its corresponding regulatory asset. As of December 31,
20086, the regulatory asset was $104 million, which is a combina-
tion of the accrued remediation liability and unrecovered cash
expenditures. Atlanta Gas Light’s estimate does not include other
potential expenses, such as unasserted property damage, per-
sonal injury or natural resource damage claims. unbudgeted legal
expenses, or other costs for which it may be held liable but with
respect to which the amount cannot be reasonably forecast.
Atlanta Gas Light's recovery of environmental remediation costs is
subject to review by the Georgia Commission which may seek to
disallow the recovery of some expenses.

In New Jersey, Elizabethtown Gas is currently conduicting
remediation activities with oversight from the New Jersey Depart-
ment of Environmental Protection. Although the actual total cost of
future environmental investigation and remediation efforts cannot
be estimated with precision. the range of reasonably probable
costs is $60 million to $118 million. As of Decembper 31, 2006, we
have recorded a hability of $60 million.

The New Jersey Commission has authorized Elizabethtown
Gas to recover prudently incurred remediation costs for the New
Jersey properties through its remediation adjustment clause. As
a result. Elizabethtown Gas has recorded a requlatory asset of
approximately $66 rillion, inclusive of interest, as of December 31,
2008, reflecting the future recovery of both incurred costs and
future remediation liabilities in the state of New Jersey. Elizabeth-
town Gas has also been successful in recovering a portion of
remediation costs incurred in New Jersey from its insurance carri-
ers and continues to pursue additional recovery, As ot Decem-
ber 31, 2006, the variation between the amounts of the
environmental remediation cost liability racorded in the consoii-
dated balance sheet and the associated regulatory asset is due to
expenditures fur environmental investigation and remediation
exceeding recoveries from ratepayers and insurance carriers.

AGL Resources INC. 7 2008 Annual Report

We also own several former NUI remediation sites located
outside of New Jersey. One site, in Elizabeth City, North Carolina.
is subject to an order by the North Carolina Department of Environ-
ment and Natural Resolirces. Preliminary estimates for investiga-
tion and remediation costs range from $10 miflion to $17 million.
As of December 31, 2006, we had recorded a liability of $10 million
related to this site. There is another site in North Carolina where
investigation and remediation is probable, although no regulatory
arder exists and we do not believe costs associated with this site
can be reasonably estimated. In addition. there are as many as six
other sites with which NUI had some association, although no
basis for liability has been asserted. We do not believe that costs
to investigate and remediate these sites, if any, can be reasonably
estimated at this time.

With respect to thaese costs, we currently pursue or intend to
pursue recovery from ratepayers, former owners and operators and
insurance carriers. Although we have been successful in recovering
a portion of these remediation costs from our insurance carriers, we
are not able to express a belief as to the success of additional
recovery sfforts. We are working with the regulatory agencies to
prudently manage our remediation costs so as to mitigate the
impact of such costs on both ratepayers and shareholders,

Derivatives and Hedging Activities » SFAS 133, as updated by
SFAS No. 149, “Amendment of Statement 133 on Derivative
Instruments and Hedging Activities” (SFAS 149), established
accounting and reporting stanclards which require that every deriv-
ative financial instrument (inclucling certain derivative instruments
embedded in other contracts) be recorded in the balance sheet
as either an asset or liability measured at its fair value. However,
if the derivative transaction qualifies for and is designated as a
normat purchase and sale, it is exempted from the fair value
accounting treatment of SFAS 133, as updated by SFAS 149, and
is acceunted for using traditional accrual accounting.

SFAS 133 requires that changes in the derivative's fair value
be recoghized currently in earnings unless specific hedge account-
ing criteria are met. If the derivatives meet those criteria, SFAS 133
allows a derivative's gains and losses to offset related results on
the hedged item in the income statement in the case of a fair value
heclge, or to record the gains and losses in OCH until maturity in the
case of a cash flow hedge. Additionally, SFAS 133 requires that a
company formally designate a derivative as a hedge as well as
document and assess the effectiveness of derivatives associatad
with transactions that receive hedge accounting treatment. SFAS
133 applies to Treasury Locks and interest rate swaps executed by

GL Capital and gas commodity contracts executed by both
Sequent and SouthStar. Cur derivative and hedging activities are
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described in further detail in Note 1, “Accounting Policies and
Methods of Application,” Note 2 “Risk Management” and item 7
“Management's Discussion and Analysis of Finaricial Condition
and Results of Operations.”

Commodity-related Derivative Instruments » We ars
exposed to risks associated with changes in the market price of
natural gas. Through Sequent and SouthStar, we use derivative
instrurnents to reduce our exposure to the risk of changes in the
price of natural gas.

Sequent recogiizes the change in value of derivative instru-
ments as an unrealized gain or loss in revenues in the period when
the market value of the instrument changes. Sequent recognizes
cash inflows and outflows associated with the settlerment of its risk
managament activities in operating cash flows, and reports these
settlements as receivables and payables in the balance sheet sep-
arately from the risk management activities reported as energy
marketing receivables and trade payables.

We attempt to mitigate substantially ali our commodity price
risk associated with Sequent's natural gas storage portfolio and
fock in the economic margin at the time we enter into purchase
transactions for our stored natural gas. We purchase natural gas
for storage when the current market price we pay plus storage
costs is less than the market orice we could receive in the future.
We lock in the economic margin by selling NYMEX futures con-
tracts or other over-the-counter derivatives in the forward months
corresponding with our withdrawal periods. We use contracts to
sell natural gas at that future price to substantially lock in the profit
margin we will ultimately realize when the stored natural gas is
actually sold. These contracts meet the definition of a derivative
undcler SFAS 133.

The purchase. storage and sale of natural gas are
accounted for differertly from the derivatives we use to mitigate
the commodity price risk assoclated with our storage portfolio.
The difference in accounting can result in volatility in our reported
net incorme, even though the economic margin is essentially
unchanged from the date the transactions were consummated.
We do not currently use hedge accounting under SFAS 133 to
account for this activity.

Natural gas that we purchase and inject into storage is
accounted for at the lower of average ccost or market. Under cur-
rent accounting guidance, we would recognize a 10ss in any period
when the market price for natural gas is lower than the carrying
amount of our purchased natural gas inventory. Costs to store the
natural gas are recognized in the period the costs are incurred. We
recognize revenuas and cost of natural gas sold in our statement
of consolidated income in the period we sell gas and it is delivered
out of the storage facility.

The derivatives we use to mitigate cormmodity price risk andt
substantially lock in the margin upon the sale of stored natural
gas are accounted for at fair value and marked to market each
period. with changes in fair value recognized as unrealized gains or
losses in the period of change. This difference in accounting, the
lower of average cost or market basis for our storage inventory
versus the fair value accounting for the derivatives used to mitigate
commodity price risk, can and does result in volatility in our
reported earnings.

Over time, gains or losses on the sale of storage inventory
will be substantially offset by losses or gains on the derivatives,
resulting in realization of the economic profit margin we expected
when we entered into the transactions. This accounting difference
causes Sequent’s earnings on its storage positions to be affected
by natural gas price changes, even though the economic profits
remain essentially unchanged.

See "Results of Operations —Wholesale Services” for a
discussion of the potentiai volatility in earnings due to changes in
natural gas prices.

SouthStar also uses derivative instruments to manage expo-
sures arising frorn changing commodity prices. SouthStar's objec-
tive for holding these derivatives is to minimize volatility in
wholesale commodity natural gas prices. A portion of SouthStar's
derivative transactions are designated as cash flow hedges under
SFAS 133. Derivative gains or losses arising from cash flow
hedges are recorded in OCI and ars reclassified into earnings in
the same period the underlying hedged item is reflected in the
income statement. As of December 31, 2008, the ending balance
in OCI for derivative transactions designated as cash flow hedges
under SFAS 133 was a gain of $6 million. net of minority interest
and taxes. Any hedge ineffectiveness, defined as when the gains
or losses on the hedging instrument do not offset the losses or
gains on the hedged item, is recorded into earnings in the period in
which it occurs. SouthStar currently has minimal hedlge ineffective-
ness. SouthStar's remaining derivative instruments are not desig-
natecd as hedges under SFAS 133. Therefore, changes in their fair
value are recorded in earnings in the period of change.

SouthStar also enters into weather derivative instruments in
order to preserve margins in the event of warmer-than-normal
weather in the winter months. These contracts are accounted for
using the intrinsic value method under the guidance of EITF Issue
No. 99-02, "Accounting for Weather Derivatives.” Changes in the
fair value of these derivatives are recorded in earnings in the
period of change. The weather derivative contracts contain strike
amount provisions based on cumulative heating degree days for
the covered periods. In September 2006, SouthStar enterect into
weather derivatives (swaps and options) for the 2006-2007 winter



heating season, primarily from Novernber through March. As of
December 31, 2006, SouthStar recorded a receivable of $7 million
for this hedging activity.

Contingencies » Our accounting policies for contingencies cover
a variety of business activities, including contingencies for poten-
tially uncollectible receivables, rate matters, and legal and environ-
mental exposures. We accrue for these contingencies when our
assessments indicate that it is probable that a liability has been
incurred or an asset will not be recovered, and an amount can be
reasonably estimated in accordance with SFAS No. 5, *Accounting
for Contingencies.” We base our estimates for these liabilities on
currently available facts and our estimates of the ultimate outcome
or resolution of the liability in the future. Actual results may differ
from estimates, and estimates can be, and often are, revised either
negatively or positively, depending on actual outcomes or changes
in the facts or expectations surrounding each potential exposure.

Pension and Other Postreticerment Plans » Our pension and
other postretirement plan costs and liabilities are determined on an
actuarial basis and are affected by numerous assumptions and
estimates including the market value of plan assets, estimates of
the expected return on plan assets, assumed discount rates and
current demographic and actuarial mortality data. We annually
review the estimates and assumptions underlying our pension and
other postretirement plan costs and liabilities. The assurned dis-
count rate and the expected return on plan assets are the assump-
tions that generally have the most significant impact on our pension
costs and liabilities. The assumed discount rate, the assumed
health care cost trend rate and the assumed rates of retirement
generally have the most significant impact on our postretirement
plan costs and liabilities.

The discount rate is used principally to calculate the actuar-
ial present value of our pension and postretirement obligations and
net pension and postretirement cost. When establishing our dis-
count rate, we consider high-quality corporate bond rates based
on Moody's Corporate AA long-term bond rate of 5.8% and the
Citigroup Pension Liability rate of 5.9% at December 31, 2008. We
further use these market indices as a comparison to a single
equivalent discount rate derived with the assistance of our actuar-
ial advisors. This analysis as of December 31, 2006 produced a
single equivalent discount rate of 5.8%.

The actuarial assumptions used may differ materially from
actual resufts due to changing market ancd economic conditions.
higher or lower withdrawal rates, or longer or shorter life spans of
participants. These differences may result in a significant impact
on the amount of pension expense recorded in future periods.
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The expected long-term rate of return on assets is used to
calculate the expected return on plan assets component of our
annual pension and postretirement plan cost. We estimate the
expected return on plan assets by evaluating expectec bond
returns, equity risk premiums, asset aliocations, the effects of
active plan management, the impact of periodlic plan asset rebal-
ancing and historical performance. We also consider guidance
from our investment aclvisors in making a final determination of our
expected rate of return on assets. To the extent the actual rate of
return on assets realized over the course of a year is greater than
or less than the assumed rate, that year's annual pension or
postretirement plan cost is not affected. Rather, this gain or loss
reduces or increases future pension or postretirement plan costs.

Prior to 2006, we estimated the assumed health care cost
trend rate used in determining our postretirement net expense
based on our actual health care cost experience, the effects of
recently enacted legislation and general economic conditions.
However, starting in 2006, our postretirement plans have been
capped at 2.5% for increases in health care costs. Consequently,
a one-percentage-point increase or decrease in the assumed
health care trend rate does not materially affect the periodic bene-
fit cost for our postretirement plans. A one-percentage-point
increase in the assumed health care cost trend rate would increase
our accumulated projected benefit obligation by $4 million. A one-
percentage-point decrease in the assumed health care cost trend
rate would decrease our accumulated projected benefit obligation
by $4 million. Our assumed rate of retirement is estimated based
upon an annual review of participant census information as of the
measurement date.

At December 31, 2006. our pension and postretirement
liability decreased by approximately $18 million, resulting in an
after-tax gain to OCI of $11 million. This adjustment reflected our
funding contributions to the plan and updated valuations for the
projected benefit obligation (PBO} and plan assets.

Equity market performance and corporate bond rates have a
significant effect on our reported unfunded accumulated penefit
obligation {ABQ), as the primary factors that drive the value of our
unfunded ABO are the assumed discount rate and the actual return
on plan assets. Additionally, equity market performance has a sig-
nificant effect on our market-related valug of plan assets (MRVFPA),
which is a calculated value and differs from the actual market value
of plan assets. The MRVPA recognizes differences between the
actual market value and expected market value of our plan assets
and is determined by our actuaries using a five-year moving
weighted average methodology. Gains and losses on plan assets
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are spread through the MRVPA based on the five-year moving weighted average methodology, which affects the expected return on plan assets
component of pension expense.

The actual return on our pension plan assets compared to the expected return on plan assets will have an impact on our ABO as of
December 31, 2006 and our pension expense for 2007. We are unable to determine how this actual return on plan assets will affect future ABO
and pension expense, as actuarial assumptions and differences between actual and expected returns on plan assets are determined at the
time we complete our actuarial evaluation as of December 31, 2006. Qur actual returns may aiso be positively or negatively impacted as a
result of future performance in the equity and hond markets. The following tables illustrate the effect of changing the critical actuarial assump-
tions. as discussed above, while holding all other assumptions constant:

Expected long-term return on plan assets
Discount rate
Health care cost trend rate

NI
e

Expected long-term return on plan assets
Discount rate

+/- 1%

At Decerber 31, 2006 NUI's PBO was $86 million, reflecting
$12 miflion in adjustments for terminations and settlement of lia-
bilities affected by the NUI purchase transaction, offset by net
periodic benefit cost of $3 million in 2006. Differences hetween
actuarial assumptions and actual plan resuits are deferred and
amortized into cost when the accurnulated differences exceed
10% of the greater of the PBO or the MRYPA. If necessary. the
excess is amortized over the average remaining service period of
active empioyees.

in addition to the assumptions listed above, the measure-
ment of the plans’ obligations and costs depend on other factors
stich as employee demographics. the level of contributions made
to the plans. earnings on the plans” assets and mortality rates.

income Taxes » Qur net long-term deferred tax liability totaled
$541 million at December 31, 2008 (see Note 10 "Income Taxes™).
This liability is estimated based on the expected future tax conse-
guences of items recognized in the financial statements. After
application of the federal statutory tax rate to book income, judg-
ment is required with respect to the timing and deductibility of
expense in our income tax returns. For state income tax and other
taxes. judgment is also required with respect to thie apportionment
among the various jurisdictions. A valuation allowance Is recorded
if we expect that it is more likely than not that our deferred tax
assets will not be realized. We had a $3 million valuation allowance
on $47 million of deferred tax assets as of December 31, 2008,
reflecting the expectation that most of these assets will be real-
ized. In addition. we maintain a liability for the estimate of potential

+/- 1%
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income tax exposure. We believe this liability for potential exposure
to be adequate.

Accounting Developments

For information regarding accounting developments, see Note 1,
“Accounting Policies and Methods of Application.”

ltem 7a » Quantitative and Qualitative Disclosures
about Market Risk

We are exposed to risks associated with commodity prices. inter-
est rates andl credit. Commodiity price risk is defined as the poten-
tial loss that we may incur as a result of changes in the fair valus of
a particular instrument or commodity. Interest rate risk results from
our portfolio of debt and equity instruments that we issue to pro-
vide financing and liquidity for our business. Credit risk resuts from
the extension of credit throughout all aspects of our business hut
is particularly concentratad at Atlanta Gas Light in distribution
operations and in wholesaie services.

Qur Risk Management Comimittee (RMC) is responsible for
establishing the overall risk management policies and monitoring
compliance with, and adherence fo. the terms within these policies,
including approval and authorization levels and delegation of these
levels. Our RMC consists of members of senicr management who
monitor open commodity price risk positions and other types of
risk. corporate exposures, credit exposures and overall results of
our risk management activities. It is chaired by our chief risk officer,



who is responsible for ensuring that appropriate reporting mecha-
nisms exist for the RMC to perform its monitoring functions. Our
risk management activities and related accounting treatments are
described in further detail in Note 2, "Risk Management.”

Commodity Price Risk

Retail Ensrgy Operations » SouthStar's use of derivatives is gov-
erned by a risk management policy, approved anc monitored by its
Risk and Asset Management Conmimittee, which prohibits the use
of derivatives for speculative purposes. A 95% confidence interval
is usecl to evaluate VaR exposure. A 95% confidence interval means
there is a 5% probability that the actual change in portfolio value
will be greater than the calculated VaR value over the holding
period. We calculate VaR based on the variance-covariance tech-
nique. This technique requires several assumptions for the basis of
the calculation, such as price volatility, confidence interval and
holding period. Our VaR may not be comparable to a similarly titled
measure of another company because, although VaR is a common
metric in the energy industry, there is no established industry stan-
dard for calculating VaR or for the assumptions underlying such
calculations. The following table provides more information on
SouthStar’s 1-day holding period VaR.

b s 1 J;;{
2006 period end $0.1
2005 periog end L B .03

SouthStar generates operating margin from the active man-
agement of storage positions through a variety of hedging transac-
tions and derivative instruments aimed at managing exposures
arising from changing commodity prices. SouthStar uses these
hedging instruments to lock in economic margins as wholesale
prices fluctuate and thereby minimize its exposure to declining
operating margins.

Wholesale Services » Seguent routinely utilizes various types of
financial and other instruments to mitigate certain commodity price
risks inherent in the natural gas industry. These instruments
include a variety of exchange-traded and over-the-counter energy
contracts. such as forward contracts, futures contracts, options
contracts and financial swap agreements. The following table
includes the fair values and average values of Sequent's energy
marketing and risk management assets and liabilities as of
December 31, 2006 and 2005. Seguent bases the average values
on monthly averages for the 12 months ended December 31, 2006
and 2005.
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Sequent employs a systematic approach to evaluating and
managing the risks associated with contracts related to wholesale
marketing and risk management, including VaR. Similar to SouthStar.
Sequent uses a 1-day holding period anc a 95% confidence inter-
val to evaluate its VaR exposure.

Seqguent's open exposure is managed in accordance with
established policies that limit market risk and require daily report-
ing of potential financial exposure to senior management, including
the chief risk officer. Because Sequent generally manages physical
gas assets and economically protects its positions by hedging in
the futures and over-the-counter markets, its open exposure is
generally minimal, permitting Seguent to operate within relatively
low VaR limits. Sequent employs daily risk testing. using both VaR
and stress testing, to evaluate the risks of its open positions.

Sequent’s management actively monitors open commodity
positions and the resulting VaR. Sequent continues to maintain a
relatively matched book, where its total buy volume is close to its
sell volume, with minimal open commodity risk. Based on a 95%
confidence interval and employing a 1-day holding period for all
positions, Sequent’s portfolio of positions for the 12 months ended
December 31, 2006, 2005 and 2004 had the following 1-day hold-
ing period VaRs.

[ o o s 2006 L

Period end $1.3 $0.1
12-month average 1.2 . 0.1
High 2.5 1.1 0.4
Low: 7 0.7 0.0 0.0
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During most of 2006 and 2008, Sequent experienced
increases in its high, average and period end 1-day VaR amounts
compared to prior periods. These increases were directly associ-
ated with higher prices and related price volatility created by the
Gulf Coast hurricanes during the third quarter of 2005 and the hur-
ricanes’ lingering effects through the fourth guarters of 2005 and
into 2008. In addition. Sequent has entered into additional storage

. 65



AGL Resources InC. / 2006 Annual Report

1. 66

MDE&A

and transportation positions. some of which are fonger dated and
are not fully hedged due to a lack of liguidity in certain markets for
the future periods. As a result, these positions have increased
Sequent’s reported VaR amounts.

Sequent has refined the methodology associated with its
VaR calculation to incorporate dynamic volatility factors and to
exclude interruptible transportation positions. These changes had
somewhat offsetting effects as the dynamic volatility factors
increased the VaR and the exclusion of interruptible transportation
positions reduced the VaR. This new methodology was applied on
a prospective basis beginning in the second quarter of 2006. While
not considered material, Sequent’s VaR amounts increased com-
pared to prior periods as its calculation is now more sensitive
to market vaolatility and the relative level of risk associated with
increased storage and transportation positions. Due to the dynamic
nature of measuring VaR, Sequent will continually evaluate the
components ot its VaR calculation and will make refinements as
deemed necessary.

Interest Rate Risk

interast rate fluctuations expose our variable-rate debt to changes
in interest expense and cash flows. Our policy is to manage inter-
est expense using a combination of fixed-rate and variable-rate
debt. To facilitate the achievement of desired fixed-rate 1o variable-
rate debt ratios, AGL Capital entered into interest rate swaps
whereby it agreed to exchange, at specified intervals, the difference
between fixed and variable amounts calculated by reference to
agreed-on notional principal amounts. These swaps are designated
to hedge the fair values of $100 million ot the $300 million Senior
Notes due in 2011.

Credit Risk

Distribution Operations » Atlanta Gas Light has a concentration
of credit risk as it bills only 11 Marketers in Georgia for its services.
The credit risk exposure to Marketers varies with the time of the
year, with exposure at its lowest in the nonpeak summer months
and highest in the peak winter months. Marketers are responsible
for the retail sale of natural gas to end-use customers in Georgla.
These retail functions include customer service, billing, collections,
and the purchase and sale of the natural gas commodity. The pro-
visions of Atlanta Gas Light's tariff allow Atlanta Gas Light to obtain
security support in an amount equal to a minimum of two times a
Marketer's highest month's estimated bill from Atlanta Gas Light.

For 20086, the four largest Marketers based on customer count,
one of which was SouthStar, accounted for approximately 36% of
our consolidated operating margin and 47% of distribution opera-
tions’ operating margin.

Several factors are designed to mitigate our risks from the
increased concentration of credit that has resulted from deregula-
tion. In addition to the security support described above, Atlanta
Gas Light bills intrastate delivery service to Marketers in advance
rather than in arrears. We accept credit support in the form of cash
deposits, letters of credit/surety bonds from acceptable issuers and
corporate guarantees from investment-grade entities. The RMC
reviews on a monthly basis the adequacy of credit support cover-
age, credit rating profites of credit support providers and payrment
status of each Marketer. We believe that adequate policies and pro-
cedures have been put in place to properly quantify, manage and
report on Atlanta Gas Light's credlit risk exposure to Marketers.

Atlanta Gas Light also faces potential credit risk in connec-
tion with assignments to Marketers of interstate pipeline trans-
portation and storage capacity. Although Atlanta Gas Light assigns
this capacity to Marketers, in the event that a Marketer fails to pay
the interstate pipelines for the capacity. the interstate pipelines
would in all likelihood seek repayment from Atlanta Gas Light. The
fact that some of the interstate pipelines require Marketers to
maintain security for their obligations to the interstate pipelines
arising out of the assigned capacity somewhat mitigates this risk.

Retail Energy Operations » SouthStar obtains credit scores for
its firm residential and small commercial customers using a
national credit reporting agency. enrolling only those customers
that meet or exceed SouthStar’s credit threshold. The average
credit score of SouthStar's Georgia customers has increased 3%
since 2004.

SouthStar considers potential interruptible and targe com-
mercial customars based on a review of publicly available financial
statements and review of commercially available credit reports.
Prior to entering into a physical transaction. SouthStar also
assigns physical wholesale counterparties an internal credit rating
and credit limit based on the counterparties’ Moody's. S&P and
Fitch ratings, commercially available credit reports and audited
financial statements.

Wholesale Services » Sequent hag established credit policies to
determine and monitor the creditworthiness of counterparties, as
well as the quality of pledged collateral. Sequent also utilizes mas-
ter netting agreements whenever possible to mitigate exposure to



counterparty credit risk. When Sequent is engaged in more than
one outstanding derivative transaction with the same counterparty
and it also has a legally enforceable netting agreement with that
counterparty, the “net” mark-to-market exposure represents the
netting of the pasitive and negative exposures with that counter-
party and a reasonable measure of Sequent's credit risk. Sequent
also uses other netting agreements with certain counterparties
with whom it conclucts significant transactions.

Master netting agreements enable Sequent to net certain
assets and liabilities by counterparty. Sequent also nets across
product lines and against cash collateral provided the master net-
ting and cash collateral agreements include such provisions. Addi-
tionally, Sequent may reguire counterparties to pledge additional
collateral when deemed necessary. Sequent conducts credit eval-
uations and obtains appropriate internal approvals for its counter-
party's line of credit before any transaction with the counterparty is
executed. In most cases. the counterparty must have a minimum
long-term debt rating of Baa3 from Moocly's and BBB- from S&P.
Generally, Sequent requires credit enhancements by way of guar-
anty, cash deposit or letter of credit for transaction counterparties
that clo not meet the minimum ratings threshold.

Sequent, which provides services to Marketers and utility
and industrial customers, also has a concentration of credit risk as
Measured by its 30-day receivable exposure plus forward expo-
sure, As of December 31, 2006, Sequent’s top 20 counterparties
represented approximately 57% of the total counterparty exposure
of 8394 mllion, derived by adding together the lop 20 counterpar-
ties” exposures and dividing by the total of Sequent’s counterpar-
ties’ exposures.

As of December 31. 2006, Seguent’s counterparties, or the
counterparties’ guarantors, had a weighted average S&P equiva-
lent credit rating of A-, which is consistent with the prior year. The
S&P equivalent credit rating is determined by a process of convert-
ing the lower of the S&P or Moody's ratings to an internal rating
ranging from 9 to 1, with 9 being equivalent to AAA/Aaa by S&P
and Moody's and 1 being D or Default by 3&P and Moody's. A
counterparty that does not have an external rating is assigned an
internal rating based on the strength of the financial ratios of that
counterparty. To arrive at the weighted average credlit rating, each
counterparty’s assigned internal rating is multiplied by the counter-
party’s credit exposure and summed for all counterparties. That
sum is divided by the agyregate total counterpartias’ exposures.
and this numeric value is then converted to an S&P equivalent. The
following tables show Ssquent's commodity receivable and
payable positions as of December 31, 2006 and 2005.
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As o Dt
s - _ 2008
Gross receivablaes
Receivables with netting agreements in place:
Counterparty is investment grade $359 3462
Counterparty is non-investment grade 62 66
Counterparty has no external rating 75 113
Receivables without netting agreements in place:
Counterparty is investment grade 9 34
Amount recorded on balance sheet $505 3675
Gross payables
Payables with netting agreements in place:
Counterparty is investment grade $297 $456
Counterparty is non-investment grade 52 56
Counterparty has no external rating 156 255
Payables without netting agreements in place:
Counterparty is investment grade 5 4
Counterparty has no external rating - -4
Amount recorded on balance sheet $510 3775

Sequent has certain trade and credit contracts that have
axplicit minimum credit rating requirements. These creclit rating
requirements typically give counterparties the right to suspend or
terminate credt if our credit ratings are downgraded to non-invest-
ment grade status. Under such circumstances. Sequent woutd
need to post collateral to continue transacting business with some
of its counterparties. Posting collateral would have a negative
effect on our liquidity. If such collateral were not posted, Sequent's
ability to continue transacting business with these counterparties
would be impaired. if at December 31. 2006 Sequent’s credil rat-
ings had been downgraded to non-investment grade status, the
required amounts to satisfy potential collateral demands under
such agreements between Sequent and its counterparties would
have totaled $10 million
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ltem 8 » Financial Statements and Supplementary Data

Consolidated Balance Sheats —Assets

Current assets

December 31. 2006

Cash and cash equivalents $ 20 $ 32
Receivables
Energy marketing 505 675
Gas 197 303
Unbilled revenues 172 246
Other 21 11
_Less allowance for uncollectible accourts 5). .19
Total receivables 880 1,220
Inventories
Natural gas stored underground 568 509
~ Other 29 3
Total inventories 597 543
Energy marketing and risk management assets 159 103
Unrecovered environmental remediation costs —current portion 27 31
Unrecovered PRP costs —current portion 27 27
Other current assets o112 85
Total current assets 1,822 2,041
Property, blant and aquipment
Property. plant and equipment 4,976 4,791
Less accumulated depreciation 1,540 ) 1,158
Property, plant and equipment —net 3,436 3,333
Deferred debits and other assets
Goodwill 420 420
Unrecovered PRP costs 247 276
Unrecovered environmental remediation costs 143 165
Other o ] 79 85
Total deferred debits and other assets ) 889 946
Total assets $6,147 $6,320
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Consolidated Balance Sheests — Liabilities and Capitalization

Current liabilities
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.....December 31, 2006

fczoe 31, 2003

Short-term debt $ 539 $ 522
Energy marketing trade payabie 510 775
Accounts payable —tradle 213 266
Accrued wages and salaries 50 13
Customer deposits 42 42
Energy marketing and risk management liabilities — current portion 41 117
Accrued interest 37 32
Accrued PRP costs—current portion 35 30
Deferred purchased gas adjustment 24 40
Accrued environmental remediation costs —current portion 13 13
Other current liabilities 123 .88
Total current liabilities 1,827 1,968
Accumulated deferred incometaxes 544 A3
Long-term liabilities
Accrued PRP costs 202 235
Accumulated removal costs 162 156
Accrued environmental remediation costs 83 84
Accrued pension obligations 78 88
Accrued postretirement benefit costs 32 50
Other long-term liabilities 146 161
__ Total long-term liabilites 703 et
Commitimerits and contingencies (see Note 8) .
Minority interest 42 38
Capitalization 7
Long-term debt 1,622 1,615
Common sharelolders” equity, $5 par value: 750 million shares authorized,
_77.7 million and 77.8 million shares outstanding at December 31, 2006 and 2005 1,609 1,499
_ Total capitalization ~ 3,231 3.114
Tota! liabilities and capitalization $6,147 $6,320
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Statements of Consolidated Income

Years aridart

I s, exceot pe e 2006 o _Ad
Operating revenues $2,621 $2,718 $1,832
Operating expenses
Cost of gas 1,482 1,626 985
Operation and maintenance 473 477 377
Depreciation and amortization 138 133 99
Taxes other than income taxes 40 40 29
Total operating expenses 2,133 2,276 1,500
Operating income 488 442 332
Other expenses 1) (1) —
Minority interest (23) (22) (18)
Interest expense (123 (109 7
Earnings before income taxes 341 310 243
Income taxes 129 17 90
Net income g 212 $ 193 $ 153
Per common share data
Basic earnings per common share $ 273 $ 250 $ 2.30
Diluted earnings per common share $ 2.72 $ 248 $ 2.28
_Cash dividends declared per common share $ 1.48 $ 1.30 $ 115
Weighted average number of common shares outstanding
Basic 77.6 77.3 66.3
Diluted 78.0 77.8 67.0

See Noiss 12 Comss Haled Ui, Slatecants,



Statements of Consolidated Common Shareholders’ Equity

BRSNS

Balance as of December 31, 2008
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. 3 945
Comprehensive income:
Net income — — — 153 — — 153
Other comprehensive income {OCI) —loss resulting
from unfunded pension obligation (net of tax of $7) — — — — (n - (1
Unrealized gain from equity investment hedging
activities (net of tax of $2) — - - 4 - 4
Other - — - - 1 - ]
Total comprehensive income 147
Dividends on common stock ($1.15 per share) — — — (75) — — (75}
Issuance of common shares:
Equity offering on Novernber 24, 2004 11.0 55 277 — — 332
Benefit, stock compensation.
dividend reinvestment and stock
purchase plans (net of tax of $3) 1.2 T2 - - - 96
Balance as of December 31, 2004 76.7 384 - 632 415 (46) o 1.385
Comprehensive income:
Net income — - — 193 — — 193
OCI—loss resulting from unfunded pension
obligation (net of tax of $3) - — — — (5 — (5
Unrealized loss from hedging activities (net of tax of $1j - - — - 2 - {2)
Total comprehensive income 186
Dividends on common stock ($1.30 per share) - — — (100) — — (100)
Benefit, stock compensation. dividend reinvestment
and stock purchase plans (net of tax of $9} 1 5 28 - = - .28
Balance as of Decernber 31, 2005 } 778 389 655 508 83y — 1499
Comprehensive income:
Net income - - - 212 - — 212
OCI—gain resulting from unfunded pension and
postretirement obligation (net of tax of $7) — — - — 11 — 11
Unrealized gain from hedging activities
(net of tax of $7) - - - - 10 - 10
Total comprehensive income 233
Dividends on common stock {$1.48 per share) - — 1 (115) - 3 (111)
Benefit, dividend reinvestment
and stock purchase plans 0.3 1 2 — - — 3
Issuance of treasury shares 0.6 — (3) (4) - 21 14
Purchase of treasury shares (1.0 - - — - (38) (38)
Stock-based compensation expense (net of tax of $5) - - 9 = - - 9
Balance as of December 31, 2006 77.7 5390 $664 $ 601 $(32) 5(14) $1,609
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Statements of Consolidated Cash Fiows

REEEANGY

‘ o ) ) 2006 4
Cash flows from operating activities
Net income 5212 $193 $ 153
Adjustments ta reconcile net income to net cash flow provided by operating activities
Depreciation and amortization 138 133 99
Minority interest 23 22 18
Change in risk management assets and liabilities (130) 7 32)
Deferred income taxes 133 17 65
Changes in certain assets and liabilities
Receivables 340 (338) (264)
Inventories (54) (211) (28)
Payables (318) 311 247
Other—net ) o ) B S ) B 12 4 29
Net cash flow provided by operating activities o 354 80 287
Cash flows from investing activities
Expenditures for property, plant and equipment (253) (267} (261)
Sale of Saltville Gas Storage Company, LLC - 66 —
Acquisition of NUI Corporation, net of cash acquired - — (116)
Acquisition of Jefferson Island Storage & Hub, LLC - - (90)
Sale of US Propane LP - — 31
Other 7 7 5 7 17
Net cash flow used in investing activities ~ {248) (194) (122)
Cash flows from financing activities
Payments of trust preferred securities (150) — —
Dividends paid on common shares (111) (100) (75)
Purchase of treasury shares (38) — —
Distribution to minority interest (22) (19) (14)
issuances of senior notes 175 — 450
Issuance of treasury shares 14 — —
Net payments and borrowings of short-term debt 6 188 (480)
Sale of common stock 3 28 36
Equity offering — — 332
Payments of medium-term notes — — (82)
Other ) ) ] 5 L -
Net cash flow (used in) provided by financing activities B o - (118) 97 167
Net (decrease) increase in cash and cash equivalents (12) (17 32
Cash and cash equivalents at beginning of periodt o 32 o449 17
Cash and cash equivalents at end of period $ 20 $ 32 3 49
Cash paid during the period for
Interest (net of allowance for funds used during construction of 83 for the year ended
December 31. 2006 and $2 for the vears ended Decamber 31, 2005 and 2004, respectively) $108 S 89 $ 30

Income taxes N 37 89 27

T DR PRIV
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Notes to Consolidaisd

Note 1 » Accounting Policies and Methods
of Application

Genera!

AGL Resources Inc. is an energy services holding company that
conducts substantially all its operations through its subsidiaries.
Unless the context requires otherwise, references to “we,” “us,”
"our.” the “company” or "AGL Resources” mean consolidated AGL
Resources Inc, and its supsidiaries. We have prepared the accom-
panying consolidated financial statements under the rules of the
Securities and Exchange Commission (SEC). For a glossary of key
terms and referenced accounting standards, see pages 19-20.

°

Basis of Presantation

<

Our consolidated financial statements as of and for the period
ended December 31, 2006 include our accounts. the accounts of
our majority-owned and controlied subsidiaries and the accounts
of variable interest entities for which we are the primary beneficiary.
This means that our accounts are combined with the subsidiaries’
accounts, We have eliminated any intercompany profits and trans-
actions in consolidation; however. we have not eliminated inter-
company profits when such amounts are probable of recovery
under the affiliates’ rate regulation process. Certain amounts from
prior periods have been reclassified and revised to conform to the
cuirent-period presentation.

We currently own a noncontrolling 70% financial interest in
SouthStar Energy Services, LLC (SouthStar), and Piedmont Nat-
ural Gas Company (Piedmont) owns the remaining 30%. Our 70%
interest is noncontrolling because all significant management deci-
sions requiire approval by both owners. Earnings related to cus-
tomers in Ohio and Florida are allocated 70% to us and 30% to
Piedmont. We record the earnings allocated to Pisdmont as a
minority interest in our consolidated stateiments of income and we
recorct Piedmont's portion of SouthStar's capital as a minority
interest in our consclidated palance sheets.

We are the orimary beneficiary of SouthStar’s activities and
have determined that SouthStar is a variable interest entity as
defined by Financial Accounting Stancards Board (FASB) Interpre-
tation No. 46, “Consoclidation of Variable Interest Entities,” as
revised in December 2003 (FIN 46R). We determined that South-
Star was a variable interest entity because our squal voting rights
with Piedmont are not proportional to our economic obligation to
absorb 75% of any losses or residual returns from SouthStar.
except those losses and returns related to customers in Ohio and

Financial Slatements
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Florida. In addition, SouthStar obtains substantially all its frans-
portation capacity for delivery of natural gas through our wholly
owned subsidiary, Atlanta Gas Light Company {Atlanta Gas Light).

Prior to our sale of Saltvilie Gas Storage Company, LLC
(Saltvillej in August 2005, we used the equity method to account
for and report our 50% interest in Saltville. Saltville was a joint
venture with a subsidiary of Duke Energy Corporation to develop a
high-deliverability natural gas storage facility in Saltville, Virginia.
We used the equity method because we exercised significant influ-
ence over but did not control the entity and because we were not
the primary beneficiary as defined by FIN 16R.

Cash and Cash Equivalants

Qur cash and cash equivalents consist primarily of cash on
deposit, mongy market accounts and certificates of deposit with
original maturities of three months or less.

Receivables and Aliowance for
Uncollectible Accounts

Our receivables consist of natural gas sales and transportation
services billed to residential, commercial, Industrial and other cus-
tomers. We bill customers monthly, and accounts receivable are
due within 30 days. For the majority of our receivables. we estab-
lish an allowance for doubtful accounts based on our collection
experience. On certain other receivables where we are aware of a
specific customer’s inability or reluctance to pay, we record an
allowance for doubtful accounts against amounts due to recluce
the net receivable balance to the amount we reasonably expect to
collect. However, if circumstances change, our estimate of the
recoverability of accounts receivable could be different. Circum-
stances that could affect our estimates include, but are not limited
to, customer credit issues, the level of natural gas prices, cus-
tomer deposits and general economic conditions. We write off
accounts once we deem them to e uncollectible.

inventories

For our distribution operations subsidiaries. we record natural gas
stored underground at weighted average costs. For Seguent
Energy Management, L.P. (Sequent). SouthStar and Jefferson
Island Storage & Hub, LLC (Jefferson Isiand), we account for natu-
ral gas inventory at the lower of weighted average cost or market,

Sequent and SouthStar evaluate the average cost of their
natural gas inventories against market prices to determing whetiier
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any declines in market prices below the average cost are other
than temporary. For any declines considered to be other than tem-
porary, adjustments are recorded to reduce the weighted average
cost of the natural gas inventory to market. Consequently, as a
result of declining natural gas prices, Sequent recorded adjust-
ments of $43 milion and SouthStar recorded adjustments of
%6 million in 2006 against cost of sales to reduce the valug of their
inventories to market value. Sequent recorded a $3 million adjust-
ment in 2005 and a $1 million adjustment in 2004, SouthStar was
net required to make similar adjustments in 2005 or in 2004,

For volumes of gas stored by Sequent under park and loan
arrangements that are payable or to be repaid at precletermined
datgs to third parties, Sequent records the inventory at fair value.
Materials and supplies inventories are stated at the lower of aver-
age cost or market.

In Georgia’s competitive environment, Marketers —that is,
marketers who are certificated by the Georgia Public Service Com-
mission {Georgia Commission) to sell retall natural gas in Georgia.
including SouthStar, our marketing subsidiary —began selling nat-
ural gas in 1998 to firm end-use customers at market-based
prices. Part of the unbundiing process, which resulted from dereg-
ulation that provides for this competitive environment, is the
assignment to Markaters of certain pipeline services that Atlanta
Gas Light has under contract. Atlanta Gas Light assigns, on a
monthly basis, the majority of the pipeline storage services that it
has under contract to Marketers, along with a corresponding
amotint of inventory.

Property, Plant and Equipment

A summary of our property, plant and equipment (PP&E) by classi-
fication as of December 31, 2006 and 2005 is provided in the fol-
lowing table.

[ 2008 Pouh
Transmission and distribution $4,047 $3.867
Storage 267 209
Other 454 176
Construction work in progress _ . . 208 239

Total gross PP&E 4,976 1,791
Accumulated depreciation (1,540) {1,458}

Total net PPAE $3436  $3.333

Distribution Operations » PP&E expenditures consist of property
and equipment that is in use, being held for future use and under
construction. We report PRP&E at its criginal cost, which includes:

* material and tabor

» contractor costs

« construction overhead costs

« an allowance for funds used during construction (AFUDC} which
represents the estimated cost of funds used to finance the con-
struction of rajor projects and is capitalized in the rate base for
ratemaking purposes when the compieted projects are placed
in service

We charge property retired or otherwise disposed of to
accumuiated depreciation since such costs are recovered in rates.

Retail Energy Onerations, Wholesale Services, Energy Invest-
ments and Corporate » PP&E expenditures include property that
is In use and undsr construction, and we report it at cost. We
record a gain or loss for retired or otherwise disposed-of property.
These include such things as telecormmunications conduit, fiber
optic cable and other telecommunications equipment and tools.

Depreciation Expense

We compute depreciation expense for distribution operations
by applying composite, straight-line rates (approved by the state
regulatory agencies) to the investment in depreciable property.
The composite straight-line depreciation rate for depreciable
property —exclucling transportation equipment for Atlanta Gas
Light, Virginia Natural Gas. Inc. (Virginia Natural Gas) and Chat-
tanooya Gas Company {Chattanooga Gas)—was approximately
2.5% during 2008, 2.6% during 2005 and 2.6% during 2004. The
cornposite, straight-line rate for Elizabethtown Gas, Florida City
Gas and Elkton Gas was apuroximately 3.0% for 2006, 3.1% dur-
ing 2005 and 3.25% for December 2004. We depreciate trans-
portation equipment on a straight-line basis over a period of 5 to
10 years. We compute depreciation expense for other segments
on a straight-line basis over a period of 1 to 35 years.

AFLUDC

The applicable state regulatory agencies authorize Atlanta Gas
Light, Elizabsthtown Gas and Chattanocoga Gas to record the
cost of debt and equity funds as part of the cost of construction
projects in our consolidated balance sheets and as AFUDC in the
statements of cansolidated income. The Georgia Commission
has authorized a rate of 8.53%, and the Tennesses Regulatory
Authority {Tennessee Commission) has authorized a rate of



7.43%. Effective January 1, 2007, the Tennessee Commigsion
authorized a rate of 7.89%. The New Jersey Board of Public Utili-
ties (New Jersey Commission) has authorized a variable rate
based on the Federal Energy Regulatory Comimission (FERC)
method of accounting for AFUDC. At December 31, 2006 the rate
was 5.37%. The total AFUDC for the years ended December 31,
2006, 2005 and 2004 was $5 million, $4 million and $5 million.
respectively. The capital expenditures of our other regulated utili-
ties do not qualify for AFUDC treatment.

Goodwil

Statement of Financial Accounting Standards (SFAS} No. 142,
“Goodwill and Other Intangible Assets” (SFAS 142, requires us to
perform an annual goodwill impairment test. We have included
$120 million of goodwill in our consolidated balance sheets as of
December 31, 2008, of which $229 miliion is related to our acqui-
sition of NUI Corporation (NUI) in November 2004; $170 million is
related to our acguisition of Virginia Natural Gas in 2000; $14 mil-
lion is related to our acquisition of Jefferson Island in October
2004; and $7 million is related to our acquisition of Chattanooga
Gas in 1988.

We annually assess goodwill for impairment at a reporting
unit level which generally equates to our operating segments as
discussed in Note 11 “Segment Information,” and have not recog-
nized any impairment charges for the years ended December 31,
2006, 2005 and 2004. We also assess goodwill for impairment if
events or changes in circumstances may indicate an impairment of
goodwill exists. When such events or circumstances are present,
we assess the recoverability of long-lived assets by determining
whether the carrying value will be recovered through the expected
future cash flows. In the event the sum of the expectad future cash
flows resulting from the use of the asset is less than the carrying
value of the asset, we record an impairment loss equal to the
excess of the asset’s carrying value over its fair value. We conduct
this assessment principally through a review of financiai results,
changes in state and federal legislation and regulation, regulatory
and legal proceedings and the periodic regutatory filings for our
regulated utilities.

Taxes

income Taxes » The reporting of our assets and liabilities for finan-
cial accounting purposes differs from the reporting for income tax
purposes. The principal differences between net income and tax-
able income relate to the timing of deductions, primarily due to the
benetits of tax depreciation since we generally depreciate assets
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for tax purposes over a shorter period of time than for book pur-
poses. The determination of our provision for income taxes
requires significant judgment, the use of estimates, and the inter-
pretation and application of complex tax laws. Significant judg-
ment is required in assessing the timing and amounts of deductible
and taxable items. We report the tax effects of depreciation and
other differences in those items as deferred income tax assets or
liabilities in our consolidated balance sheets in accordance with
SFAS No. 109, “Accounting for Income Taxes” (SFAS 109). hwest-
ment tax credits of approximately $18 miilion previously deducted
for income tax purposes for Atlanta Gas Light, Elizabethtown Gas.
Florida City Gas and Elkton Gas have been deferred for financial
accounting purposes and are being amortized as credits to
income over the estimated lives of the related properties in accor-
dance with regulatory recuirements.

State and Local Taxes » We collect and remit various taxes
on behalf of various governmental authorities. We record these
amounts in our consolidated balance sheets except taxes in the
state of Florida which we are required to include in revenues and
operating expenses. These Florida related taxes are not material
for any periods presented.

Revenues

Distribution Operations » We recordl revenues when services are
provided to customers. Those revenues are based on rates
approved by the state regulatory commissions of our utilities.

As required by the Georgia Commission, in July 1998,
Atlanta Gas Light began billing Marketers in equal monthly instali-
ments for each residential, commercial and industrial customer’s
distribution costs. As required by the Georgia Commission, effec-
tive February 1, 2001, Atlanta Gas Light implemented a seasonal
rate design for the calculation of each residential customer’s
annual straight-fixed-variable (SFV) capacity charge, which is billed
to Marketers and reflects the historic volumetric usage pattern for
the entire residential class. Generally. this change results in resi-
dential custorners being billed by Marketers for a higher capacity
charge in the winter months and a lower charge in the summer
months. This requirement has an operating cash flow impact but
does not change revenue recognition. As a result, Atlanta Gas
Light continues to recognize its residential SFV capacity revenues
for financial reporting purposes in equal monthly installments.

Any diifference between the hillings under the seasonal rate
design and the SFV revenue recognized is deferred and recon-
ciled to actual billings on an annual basis. Atlanta Gas Light had
unrecovered seasonal rates of approximatsly $11 million as of
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December 31, 2006 and $11 million as of Decermnber 31. 2005
{(included as cuirent assets in the consolidated balance sheets)
related to the difference between the billings under the seasonal
rate design and the SFV revenue recognized.

The Elizabethtown Gas. Virginia Natural Gas, Florida City
Gas, Chattanooga Gas and Elkton Gas rate structures include
volumetric rate designs that allow recovery of costs through
gas usage. Revenues from sales and transportation services are
recognized in the same period in which the reiated volumes are
deiivered to customers. Revenues from residential and certain
commercial and industrial customers are recognized on the basis
of scheduled meter readings. In addition, revenues are recorded
for estimated deliveries of gas, not yet billed to these customers,
from the meter reading date to the end of the accounting period.
These are included in the consolidated balance sheets as unbilled
revenue. For other commercial and industrial customers and all
wholesale customers, revenues are based on actual deliveries to
the end of the period.

The tariffs for Elizabethtown Gas. Virginia Natural Gas and
Chattanooga Gas contain weather normalization adjustments
(WNA) that largely mitigate the impact of unusually cold or warm
weather on customer billings and operating margin. The WNA's
purpose is to reduce the effect of weather on customer bills by
reducing bilis when winter weather is colder than normal and
increasing bills when weather is warmer than normal.

Retail Energy Operations » We record retail energy operations'
revenues when services are provided to customers. Revenues
from sales and transportation services are recognized in the same
period in which the related volumes are delivered to custorners.
Sales revenues from residential and certain commercial and indus-
trial customers are recognized on the basis of scheduled meter
readings. In addition, revenues are recorded for estimated deliver-
ies of gas, not yet billed to these customers, from the most recent
meter reacling date to the end of the accounting period. These are
included in the consolidated balance sheets as unbiiled revenue.
For other commercial and industrial customers and all wholesale
customers, revenues are bhased on actual cleliveries to the end of
the period.

Wholesale Services »» We record wholesale services’ revenues
when services are provided to customers. Profits from sales
between segments are eliminated in the corporate segment and
are recognized as goods or services sold to end-use customers.
Transactions that qualify as derivatives under SFAS No. 133,
*Accounting for Derivative instruments and Hedging Activities”
(SFAS 133), are recorded at fair value with changes in fair value

recognized in earnings in the period of change and characterized
as unrealized gains or losses.

Cost of Gas

Excluding Atianta Gas Light. we charge our utility customers for
natural gas consumed using purchased gas adjustment (PGA)
mechanisms set by the state regulatory agencies. Under the PGA.
we defer (that is. include as a current asset or liability in the consol-
idated balance sheets and exclude from the statements of consol-
idated income) the difference between the actual cost of gas and
what is collected from or billec! to customers in a given period. The
deferred amount is either billed or refunded to our customers
prospectively through adjustments to the commodity rate.

Our retail energy cperations customers are charged for
natural gas consumed. We also include within our cost of gas
armaounts for fuel and lost and unaccounted-for gas, adjustments
to reduce the value of our inventories to market value and for gains
and losses associated with derivatives.

Comprehensive Income

Our comprenensive income includes net income plus other com-
prehensive incoma (OCI). which includes other gains and losses
affecting shareholders’ equity that accounting principles generally
accepted in the United States of America (GAAP) excludes from
net income. Such items consist primarily of unrealized gains and
losses on certain derivatives designated as cash flow hedges and
minimum pension liability adjustments. The following table illus-
trates our OCI activity for the years ended December 31, 2006,
2005 and 2004.

RS o 2008
Cash flow hedges:

Net derivative unrealized gains

arising during the period

(net of $7, $3 and $3 in taxes) S11
l_ess reclassification ot realized

gains included in income

(net of $1, $4 and $1 in taxes) (1) ] @

Overfunded (unfunded)

pension obligation

&
m
[7c3
[&)]

(net of $7, 3 and $7 in taxes) 11 5) (11}
Other (netof tax) = - 1
Total $21 S(7) 3 (6)




Earnings Per Common Share

We compute basic earnings per commoen share by dividing our
income available to common shareholders by the daily weighted
average number of common shares outstanding. Diluted earnings
per common share reflect the potential reduction in earnings per
common share that could occur when potentially dilutive common
shares are added to common shares outstanding.

We dlerive our potentially dilutive common shares by cal-
culating the number of shares issuable under parformance units
and stock options. The future issuance of shares underlying the
performance units depends on the satisfaction of certain perform-
ance criteria. The future issuance of shares underlying the out-
standing stock options depends on whether the exercise prices
of the stock options are less than the average market price of the
common shares for the respective periods. No items are antidi-
lutive. The following table shows the calculation of our diluted
earnings per share for the periods presented if performance units
currently earned under the plan ultimately vest and if stock
opticns currently exercisable at prices below the average market
prices are exercised.

s L . _ 2008 200 2o
Denominator for basic eamnings

per share' 77.6 77.3 66.3
Assumed exercise of potential
~_common shares 04 05 07
Denominator for diluted earnings

per share 78.0 77.8 67.0
TDa oy el

Use of Accounting Estimates

The preparation of our financlal statements in conformity with
GAAP requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expensss and
the related disclosures of contingent assets and liaoilities. We
based our estimates on historical experience and various other
assumptions that we pelieve to be reasonable under the circum-
stances, and we evaluate our estimates on an ongoing basis.
Each of our estimates involve complex situations requiring a high
degree of judgment either in the application and interpretation of
existing literature or in the development of estimates that impact
our financial statements. The most significant estimates include
our regulatory accounting, pipeline replacement program (PRP)
accruals. environmenital liability accruals, derivative and hedging
activities, allowance for contingencies, pansion and postretirement
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obligations and provision for income taxes. Qur actual results could
differ from our estimates.

Accounting Developments

FIN 48 » In July 2006, the FASB issued SFAS Interpretation
No. 43, “Accounting for Uncertainty in Income Taxes —an interpre-
tation of SFAS Statement No. 109" (FIN 48). FIN 48 applies to
all “tax positions” accounted for under SFAS 109. FIN 48 refers to
“tax positions” as positions taken in a previously filed tax return or
positions expected to be taken in a future tax return that are
reflected in measuring current or deferred income tax assets and
liabilities reported in the financial statements. FIN 48 further clari-
fies a tax position to include the following:

» a decision not to file a tax return in a particular jurisdiction for
which areturn might be required,

= an allocation or a shift of income between taxing jurisdictions,

= the characterization of income or a decision to exclude reporting
taxable income in a tax return, or

= adecision to classify a transaction, entity, or other position in a
tax return as tax exempt.

FIN 48 clarifies that a tax benefit may be reflected in the
financial statements only if it is “more likely than not” that a com-
pany will be able to sustain the tax return position, based on its
technical merits. If a tax benefit meets this criterion, it should be
measured and recognized based on the largest amount of benefit
that is cumulatively greater than 50% likely to be realized. This is a
change from current practice, whereby companies may recognize
a tax benefit only if it is probable a tax position will be sustained.

FIN 18 also reguires that we make qualitative and quantita-
tive disclosures, including a discussion of reasonably possible
changes that might occur in unrecognized tax benefits over the
next 12 months: a description of open tax years by major jurisdic-
tions; and a roli-forward of all unrecognized tax benefits. presanted
as a reconciliation of the beginning and ending balances of the
unrecognized tax benefits on an aggregated basis.

This statement became effective for us on January 1, 2007
and, based on our analysis, FIN 18 does not have a material effect
on pur consolidated results of operations. cash flows or finan-
cial position.

SFAS 157 » In Septemiber 20086, the FASB issued SFAS No. 157,
“Fair Value Measurements” (SFAS 157). SFAS 157 establishes a
framework for measuring fair value and requires expanded disclo-
sures regarding fair value measurements. SFAS 157 does not
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require any new fair value measurements. However, it eliminates
inconsistencies in the guidance provided in previous accounting
pronouncements.

SFAS 157 is effective for financial statements issued for fis-
cal years beginning after November 15, 2007, and interim periods
within those fiscal years. Earlier application is encouraged, pro-
vided that the reporting entity has not yet issued financial state-
ments for that fiscal year, including financial statements for an
interim period within that fiscal year. All valuation adjustments will
be recognized as cumulative-effect adjustments to the opening
balance of retained earnings for the fiscal year in which SFAS 157
is initially applied. We are currently evaluating the impact that
SFAS 157 will have on our consolidated results of operations, cash
flows and financial position.

Note 2 » Risk Management

Qur risk management activities are monitored by our Risk Manage-
ment Committee (RMC). The RMC consists of members of senior
management and is charged with reviewing and enforcing our risk
management activities. QOur risk management policies limit the use
of derivative financlal instruments and physical transactions within
predefined risk tolerances associated with pre-existing or antici-
pated physical natural gas sales and purchases and system use
and storage. We use the following derivative financial instruments
and physical transactions to manage commodity price, interest
rate and weather risks:

» forward contracts

« futures contracts

» options contracts

» financial swaps

» treasury locks

= weather derivative contracts

= storage and transportation capacity transactions

interest Rate Swaps

To maintain an effective capital structure. our policy is to borrow
funds using a mix of fixed-rate and variable-rate debt. We entered
into interest rate swap agreements for the purpose of managing
the interest rate risk associated with our fixed-rate and variable-
rate debt obligations. We designated these interest rate swaps as
fair value hedges in accordance with SFAS 133. We record the
gain or loss on fair value hedges in earnings in the period of
change. together with the offsetting loss or gain on the hedged
item aftributable to the risk being hedged.

As of December 31, 2006. a notional principal amount of
$100 million of these interest rate swap agreements effectively
converted the interest expense associated with a portion of our
senior notes from fixed rates to variable rates based on an interest
rate equal to the London Interbank Offered Rate (LIBOR), plus a
spread determined at the swap date. The floating rate for our inter-
est rate swaps for the year ended December 31, 2006, was 9.0%.

Commodity-related Derivative Instruments

Elizabethtown Gas » In accordance with a directive from the
New Jersey Commission, Elizabethtown Gas enters into derivative
transactions to hedge the impact of market fluctuations in natural
gas prices. Pursuant to SFAS 133, such derivative transactions are
marked to market each reporting pericd. In accordance with regu-
latory requirements, realized gains and losses related to these
derivatives are reflected in purchased gas costs and ultimately
included in billings to customers. As of December 31, 2006, Eliza-
bethtown Gas had entered into New York Mercantile Exchange
(NYMEX) futures contracts to purchase approximately 8.55 Bef of
natural gas. Approximately 81% of these contracts have a duration
of one year or less, and none of these contracts extends beyond
October 2008.

Sequent » We are exposed to risks associated with changes in
the market price of natural gas. Sequent uses derivative financial
instruments to reduce our exposure to the risk of changes in the
prices of natural gas. The fair value of these derivative financial
instruments reflects the estimated amounts that we would receive
or pay to terminate or close the contracts at the reporting date,
taking into account the current unrealized gains or losses on open
contracts. We use external market quotes and indices to value
substantially all the financial instruments we use.

We mitigate substantially all the comimodity price risk associ-
ated with Sequent's natural gas portfolio by locking in the economic
margin at the time we enter into natural gas purchase transactions
for our stored natural gas. We purchase natural gas for storage
when the difference in the current market price we pay to buy and
transport natural gas plus the cost to store the natural gas is less
than the market price we can receive in the future, resulting in a
positive net profit margin. We use NYMEX futures contracts and
other over-the-counter derivatives to sell natural gas at that future
price to substantially lock in the profit margin we will ultimately real-
ize when the stored gas is actually sold. These futures contracts
meet the definition of derivatives under SFAS 133 and are recorded
at fair value and marked to market in our consolidated balance



sheets, with changes in fair value recorded in earnings in the period
of change. The purchase, transportation, storage and sale of natu-
ral gas are accounted for on a weighted average cost or accrual
basis, as appropriate rather than on the mark-to-market basis we
utilize for the derivatives used to mitigate the commaodity price risk
associated with our storage portfolio. This difference in accounting
can result in volatility in our reported earnings, even though the eco-
nomic margin is essentially unchanged from the date the transac-
tions were consummated.

At December 31, 2006, Sequent’s commodity-related deriv-
ative financial instruments represented purchases (long) of 607 Bef
and sales (short) of 614 Bcf with approximately 94% of these
instruments scheduled to mature in less than two years and the
remaining 6% in three to nine years. At December 31, 2008, the
fair values of these derivatives were reflectec in our consolidated
financial statements as an asset of $133 million and a liability
of $14 million. Sequent recorded a net unrealized gain related to
changes in the fair value of derivative instruments utilized in its
energy marketing and risk management activities of $132 million
during 2006. $30 million of unrealized losses during 2005 and
unrealized gains of $22 million during 2004.

SouthStar » Commodity-related derivative financial instrurnents
(futures, options and swaps) are used by SouthStar to manage
exposures arising from changing commodity prices. SouthStar’s
objective for holding these derivatives is to utilize the most effective
method to reduce or eliminate the impact of this exposure. We
have designated a portion of SouthStar’s derivative transactions as
cash flow hedges under SFAS 133. We record derivative gains or
losses arising from cash flow hedges in OCI and reclassify them
into earnings in the same period as the settlement of the underly-
ing hedged item. We record any hedge ineffectiveness, defined as
when the gains or losses ori the hedging instrument do not offset
and are greater than the losses or gains on the hedged item, in
cost of gas in our staternent of consolidated income in the period
in which it occurs. SouthStar currently has minimal hedge ineffec-
tiveness. We have not designated the remainder of SouthStar’s
derivative instruments as hedges under SFAS 133 and, accord-
ingly, we record changes in their fair value in earnings in the period
of change.

At December 31, 2006. the fair values of these derivatives
were reflected in our consolidated financial statements as a current
asset of $28 million and a current liability of $12 million. For those
open derivatives with maturity dates beyond December 31, 2007.
the fair value of these derivatives is refiected as a long-term asset
of $2 million in our consolidgated financial statements. The maxi-
mum maturity of open positions is less than two years. with those
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positions greater than one year but less than two years represent-
ing a net position of 0.2 Bcf.

SouthStar also enters into both exchange and over-the-
counter derivative transactions to hedge commodity price risk.
Credit risk is mitigated for exchange transactions through the
backing of the NYMEX member firms. For over-the-counter trans-
actions, SouthStar utilizes master netting arrangements to reduce
overall credit risk. As of December 31, 2006, SouthStar's maxi-
mum exposure to any single over-the-counter counterparty was
$7 million.

Waather Derivatives

In September 2006, SouthStar entered into weather derivative
contracts as an economic hedge of operating margins in the event
of warmer-than-normal weather in the current heating season,
primarily from November 2008 through March 2007. SouthStar
accounts for these contracts using the intrinsic value method
under the guidelines of Emerging Issues Task Force Issue No. 89-02,
“Accounting for Weather Derivatives.” SouthStar had no weather
derivatives outstanding as of December 31. 2005 or 2004. As of
December 31, 2008, SouthStar recorded a receivable of $7 miltion
for this hedging activity.

Coricentration of Credit Risk

Atianta Gas Light » Concentration of credit risk occurs at Atlanta
Gas Light for amounts billed for services and other costs to its cus-
tomers, which consist of 11 Marketers in Georgia. The credit risk
exposure to Marketers varies seasonally, with the lowest exposure
in the nonpeak summer months and the highest exposure in the
peak winter months. Marketers are responsible for the retail sale of
natural gas to end-use customers in Georgia. These retail functions
include customer service, billing, collections, and the purchase and
sale of natural gas. Atlanta Gas Light's tariff allows it to obtain
security support in an amount equal to a minimurm of two times a
Marketer's highest month's estimated bill from Atlanta Gas Light.

Wholesale Services » Sequent has a concentration of credit risk
for services it provides to marketers and to utility and industrial
customers. This crediit risk is measured by 30-day receivable
exposure plus forward exposure, which is generally concentrated
in 20 of its customers. Sequent evaluates the credit risk of its cus-
tomers using a Standard & Poor's Ratings Services (S&P) equiva-
lent credit rating, which is determined by a process of converting
the lower of the S&P or Moody’s Investors Service (Moody's) rating
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to an internal rating ranging from 9.00 to 1.00, with 9.00 being
equivalent to AAA/Aaa by S&P and Moody's and 1.00 being
equivalent to D or Default by S&P and Moody's. For a customer
without an external rating, Sequent assigns an internal rating
based on Sequent'’s analysis of the strength of its financial ratios. At
December 31, 2008, Sequent’s top 20 customers represented
approximately 57% of the total credit exposure of $394 million,
derived by adding together the top 20 customers’ exposures and
dividing by the total of Sequent’s counterparties’ exposures.
Sequent's customers or the customers' guarantors had a weighted
average S&P equivalent rating of A- at December 31, 2008.

The weighted average credit rating is obtained by multiplying
each customer’s assigned internal rating by its credit exposure and
then adding the individual results for all counterparties. That total is
divided by the aggregate total exposure. This numeric value is
converted to an S&P equivalent.

Seqguent has established credit policies to determine and
monitor the creditworthiness of counterparties, including require-
ments for posting of collateral or other credit security, as well as
the guality of pledged collateral. Collateral or credit security is most
often in the form of cash or letters of credit from an investment-
grade financial institution, but may also include cash or U.S. Gov-
ernment Securities held by a trustee. When Sequent is engaged in
more than one outstanding derivative transaction with the same
counterparty and it also has a legally enforceable netting agree-
ment with that counterparty, the “net” mark-to-market exposure
represents the netting of the positive and negative exposures with
that counterparty and a reasonable measure of Sequent’s credit
risk. Sequent also uses other netting agreements with certain
counterparties with which it conducts significant transactions.

All activities associated with price risk management activi-
ties and derivative instruments are included as a component of
cash flows from operating activities in our consolidated statements
of cash flows. Our derivatives not designated as hedges under
SFAS 133, included in operating cash flows for the years ended
December 31, 2008, 2005, and 2004 were $(128) million, $36 mil-
lion, and $(22) million, respectively.

Note 3 » Regulatory Assets and Liabilities

We have recorded regulatory assets and liabilities in our consoli-
dated balance sheets in accordance with SFAS No. 71, “Accounting
for the Effects of Certain Types of Regulation” (SFAS 71). Our regu-
latory assets and liabilities, and associated liabilities for our unrecov-
erect PRP costs, unrecovered environmental remediation costs
(ERC) and the associated assets and liabilities for our Elizabethtown
Gas hedging program, are summarized in the table below.

iyt ang

Regulatory assets

Unrecovered PRP costs $274  $303
Unrecovered ERC 170 196
Elizabethtown Gas hedging program 16 —
Unrecovered postretirement benefit costs 13 14
Unrecovered seasonal rates 11 11
Unrecovered PGA 14 8
Other o 1310
Total regulatory assets . 511 542
Associated assets
Elizabethtown Gas hedging program T 17
Total regulatory and associated assets $511 $559
Regulatory liabilities
Accumulated removal costs $162  $156
Elizabethtown Gas hedging program - 17
Unamortized investment tax credit 18 19
Deferred PGA 24 40
Regulatory tax liability 22 17
Other . S | O o)
__Total regulatory liabilitiess ... 236 255
Associated liabilities
PRP costs 237 265
ERC 87 88
Elizabethtown Gas hedging program .16 =
Total associated liabilities 340 353
Total regulatory and associated liabilities  $576  $608

Our regulatory assets are recoverable through either rate rid-
ers or base rates specifically authorized by a state regulatory com-
mission. Base rates are designed to provide both a recovery of
cost and a return on investment during the period rates are in
effect. As such, all our reguiatory assets are subject to review by
the respective state reguiatory commission during any future rate
proceedings. In the event that the provisions of SFAS 71 were no
longer applicable, we would recognize a write-off of net reguiatory
assets (regulatory assets less regulatory liabilities) that would result



in a charge to net income, and classified as an extraordinary item.
Aithough the natural gas distribution industry is becoming increas-
ingly competitive, our utility operations continue to recover their
costs through cost-based rates established by the state regulatory
commissions. As a result, we believe that the accounting pre-
scribed under SFAS 71 remains appropriate. It is also our opinion
that all regulatory assets are recoverable in future rate proceed-
ings, and therefore we have not recorded any regulatory assets
that are recoverable but are not yet included in base rates or con-
templated in a rate rider.

All the regulatory assets included in the table above are
included in base rates except for the unrecovered PRP costs,
unrecovered ERC and the deferred PGA, which are recovered
through specific rate ricers on a dollar for dolflar basis. The rate rid-
ers that authorize recovery of unrecovered PRP costs and the
deferred PGA inciude both a recovery of costs and a return on
investment during the recovery period. We have two rate riders
that authorize the recovery of unrecovered ERC. The ERC rate
rider for Atlanta Gas Light only allows for recovery of the costs
incurred and the recovery period occurs over the five years after
the expense is incurred. ERC associated with the investigation and
remedliation of Elizabethtown Gas remediation sites located in the
state of New Jersey are recovered Linder a remediation adjustment
clause and include the carrying cost on unrecovered amounts not
currently in rates. Elizabethtown Gas'’s hedging program asset
reflects unrealized losses that will be recovered through the PGA
on a dollar for dollar basis, cnce the losses are realized. Unrecov-
ered postretirement benefit costs are recoverable through base
rates over the next 7 to 26 years based on the remaining recovery
period as designated by the applicable state regulatory commis-
sions. Unrecovered seasonal rates reflect the difference between
the recognition of a portion of Atlanta Gas Light’s residential base
rates revenues on a straight-line basis as compared to the collec-
tion of the revenues over a seasonal pattern. The unrecovered
amounts are fully recoverable through base rates within one year.

The regulatory liabilities are refunded to ratepayers through a
rate rider or base rates. If the regulatory liability is included in base
rates, the amount is reflected as a reduction to the rate base in
setting rates.

Pipeline Replacement Program

Atlanta Gas Light » The PRP, ordered by the Georgia Commis-
sion to be administered by Atlanta Gas Light, requires, among
other things, that Atlanta Gas Light replace all bare steel and cast
iron pipe in its system in the state of Georgia within a 10-year
period beginning October 1, 1998. Atlanta Gas Light identified.
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and provided notice to the Georgia Commission of 2,312 miles
of pipe to be replaced. Atlanta Gas Light has subsequently identi-
fied an additional 320 miles of pipe subject to replacement under
this program. If Atlanta Gas Light does not perform in accordance
with this order, it will be assessed certain nonperformance penal-
ties. October 1, 2006 marked the beginning of the ninth year of the
10-year PRP.

The order also provides for recovery of all prudent costs
incurred in the performance of the program, which Atlanta Gas
Light has recorded as a regulatory asset. Atlanta Gas Light will
recover from end-use customers, through billings to Marketers,
the costs related to the program net of any cost savings from the
program. Al such amounts will be recovered through a combi-
nation of straight-fixed-variable rates and a pipeline replacement
revenue rider. The regulatory asset has two components:

» the costs incurred to date that have not yet been recovered
through the rate rider
= the future expected costs to be recovered through the rate rider

On June 10, 2005, Atlanta Gas Light and the Georgia Com-
mission entered into a Settlement Agreement that, among other
things, extends Atlanta Gas Light's PRP by five years to require
that all replacements be completed by December 2013. The tim-
ing of replacements was subsequently specified in an amendment
to the PRP stipulation. This amendment, which was approved by
the Gecrgia Commission on December 20, 2005, requires Atianta
Gas Light to replace all cast iron pipe and 70% of all bare steel
pipe by December 2010. The remaining 30% of bare steel pipe is
required to be replaced by December 2013.

Under the Settlement Agreement, base rates charged to
customers will remain unchanged through April 30, 2010, but
Atlanta Gas Light will recognize reduced base rate revenues of
$5 million on an annual basis through April 30, 2010. The five-year
total reduction in recognized base rate revenues of $25 million will
be applied to the allowed amount of costs incurred to replace
pipe, which will reduce the amounts recovered from customers
under the PRP rider. The Settlement Agreement also set the per
customer fixed PRP rate that Atlanta Gas Light will charge at
$1.29 per customer per month from May 2005 through September
2008 and at $1.95 from October 2008 through December 2013
and includes a provision that allows for a true-up of any over- or
under-recovery of PRP revenues that may result from a difference
between PRP charges collected through fixed rates and actual
PRP revenues recognized through the remainder of the program.

The Settlement Agreement also allows Atlanta Gas Light to
recover through the PRP $4 miliion of the $32 million capital costs
associated with its purchase of 250 miles of pipeline in central
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Georgia from Southern Natural Gas Company, a subsidiary of El
Paso Corporation. The remaining capital costs are included in
Atlanta Gas Light's rate base and collected through base rates.
Atlanta Gas Light has recorded a long-term regulatory asset
of $247 million, which represents the expected future collection of
both expenditures already incurred and expected future capital
expenditures to be incurred through the remainder of the program.
Atlanta Gas Light has also recorded a current asset of $27 million,
which represents the expected amount to be collected from cus-
tomers over the next 12 months. The amounts recovered from the
pipeline replacement revenue rider during the last three years were:

= $27 million in 2006
= $26 million in 2005
= $28 million in 2004

As of December 31, 2006, Atlanta Gas Light had recorded a
current liability of $35 million, representing expected program
expenditures for the next 12 months and a long-term liahility of
$202 million, representing expected program expenditures starting
in 2008 through the end of the program in 2013.

Atlanta Gas Light capitalizes and depreciates the capital
expenditure costs incurred from the PRP over the life of the assets.
Operation and maintenance costs are expensed as incurred.
Recoveries, which are recorded as revenue, are based on a for-
mula that allows Atlanta Gas Light to recover operation and main-
tenance costs in excess of those included in its current base rates,
depreciation expense and an allowed rate of return on capital
expenditures. In the near term, the primary financial impact to
Atlanta Gas Light from the PRP is reduced cash flow from operat-
ing and investing activities, as the timing related to cost recovery
does not match the timing of when costs are incurred. However,
Atlanta Gas Light is allowed the recovery of carrying costs on the
under-recovered balance resulting from the timing difference.

Elizabethtown Gas » In August 2008, the New Jersey Commis-
sion issued an order adopting a pipeline replacement cost recov-
ery rider program for the replacement of certain 8" cast iron main
pipes and any unanticipated 10-12" cast iron main pipes integral
to the replacement of the 8" main pipes. The order allows Eliza-
bethtown Gas to recognize revenues under a deferred recovery
mechanism for costs to replace the pipe that exceeds a base-
line amount of 3 million. The term of the stipulation is from the
date of the order through December 31, 2008. Total replacement
costs through December 31, 2008 are expected to be $10 million,
of which $7 million will be eligible for the deferred recovery mecha-
nism. Revenues recognized and deferred for recovery under the
stipulation are estimated to be approximately $1 million. All costs

incurred under the program will be included in Elizabethtown Gas’
next rate case to be filed in 2008.

Environmental Remediation Costs

We are subject to federal, state and local laws and regulations
governing environmental quality and pollution control. These laws
and regulations require us to remove or remedy the effect on the
environment of the disposal or release of specified substances at
current and former operating sites.

Atlanta Gas Light » The presence of coal tar and certain other
byproducts of a natural gas manufacturing process used to pro-
duce natural gas prior to the 1950s has been identified at or near
10 former Atlanta Gas Light operating sites in Georgia and at
3 sites of predecessor companies in Florida. Atlanta Gas Light has
active environmental remediation or monitoring programs in effect
at 10 of these sites. Two sites in Florida are currently in the investi-
gation or preliminary engineering design phase, and one Georgia
site has been deemed compliant with state standards.

Atlanta Gas Light has customarily reported estimates of
future remediation costs for these former sites based on proba-
bilistic models of potential costs. These estimates are reported on
an undiscounted basis. As cleanup options and plans mature and
cleanup contracts are entered into, Atlanta Gas Light is better able
to provide conventional engineering estimates of the likely costs of
remediation at its former sites. These estimates contain various
engineering uncertainties, but Atlanta Gas Light continuously
attempts to refine and update these engineering estimates.

Atlanta Gas Light’s current estimate for the remaining cost of
future actions at its former operating sites is $27 million, a reduc-
tion of $4 milion over 2005, which may change depending on
whether future rmeasures for groundwater will be required.

These liabilities do not include other potential expenses. such
as unasserted property damage claims, personal injury or natural
resource damage claims, unbudgeted legal expenses or other
costs for which Atlanta Gas Light may be held liable but for which it
cannot reasonably estimate an amount. As of December 31, 2006,
the remediation expenditures expected to be incurred over the next
12 months are reflected as a current liability of $13 million.

The ERC liability is included as a corresponding regulatory
asset, which is a combination of accrued ERC and unrecovered
cash expenditures for investigation and cleanup costs. Atlanta Gas
Light has three ways of recovering investigation and cleanup
costs. First, the Georgia Commission has approved an ERC recov-
ery rider. The ERC recovery mechanism allows for recovery of
expenditures over a five-year period subseqguent to the period in



which the expenditures are incurred. Atlanta Gas Light expects to
collect $26 million in revenues over the next 12 months under the
ERC recovery rider, which is retlected as a current asset. The
amounts recovered from the ERC recovery rider during the last
three years were:

= $29 million in 2006
= $28 million in 2005
= $25 miflion in 2004

The second way to recover costs is by exercising the legal
rights Atlanta Gas Light believes it has to recover a share of its
costs from other potentially responsible parties, typically former
owners or operators of these sites. There were no material recover-
ies from potentially responsible parties during 2006. 2005 or 2004,

The third way to recover costs is from the receipt of net prof-
its from the sale of remediated property. There was one sale of
property during 2006.

Elizabethtown Gas » In New Jersey, Elizabethtown Gas is cur-
rently conducting remediation activities with oversight from the
New Jersey Department of Environmental Protection. Although
we cannot estimate the actual total cost of future environmental
investigation and remediation efforts with precision, based on
probabilistic models similar to those used at Atlanta Gas Light's
former operating sites, the range of reasonably probable costs is
$60 million to $118 million. As of December 31, 2006, we have
recorded a liability equal to the low end of that range, or $60 million,
of which $6 million in expenditures are expected o be incurred over
the next 12 months.

Prudently incurred remediation costs for the New Jersey
properties have been authorized by the New Jersey Commission
to be recoverable in rates through a remediation adjustment
clause. As a result, Elizabethtown Gas has recorded a regulatory
asset of approximately $65 million, inclusive of interest, as of
December 31, 2008, reflecting the future recovery of both incurred
costs and accrued carrying charges. Elizabethtown Gas expects
to collect $1 million in revenues over the next 12 months. Eliza-
bethtown Gas has also been successful in recovering a portion of
remediation costs incurred in New Jersey from its insurance carri-
ers and continues to pursue additional recovery.
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Note 4 » Employee Benefit Plans

Pension Benefits

We sponsor two tax-qualified defined benefit retirement plans for
our eligible employees, the AGL Resources Inc. Retirement Plan
{AGL Retirement Plan) and the Employees’ Retirement Plan of NUI
Corporation (NU!I Retirement Plan). A defined benefit plan specifies
the amount of benefits an eligible participant eventually will receive
using information about the participant.

We generally calculate the benefits under the AGL Retire-
ment Plan based on age, years of service and pay. The benefit for-
mula for the AGL Retirement Plan is a career average earnings
formula, except for participants who were employees as of July 1,
2000, and who were at least 50 years of age as of that date. For
those participants, we use a final average earnings benefit formula,
and will continue to use this benefit formuta for such participants
until June 2010, at which time any of those participants who are
still active will accrue future benefits under the career average
earnings formula.

The NU! Retirement Plan covers substantially all of NUI's
employees who were employed on or before December 31, 2005,
except Florida City Gas union employees, who participate in a
union-sponsored muitiemployer plan. Pension benefits are based
on years of credited service and final average compensation.

Effective with our acquisition of NUI in November 2004, we
became sponsor of the NUI Retirement Plan. Throughout 2005.
we maintained existing benefits for NUI employees, including par-
ticipation in the NUI Retirement Plan. Beginning in 2008, eligible
participants in the NUI Retirement Plan became eligible to par-
ticipate in the AGL Retirement Plan and the benefits of those
participants under the NUI Retirement Plan were frozen as of
December 31, 2005, resulting in a $15 million reduction to the NUI
Retirement Plan’s projected benefit obligation as of December 31,
2005. Participants in the NUI Retirement Plan have the option of
receiving a lump sum distribution upon retirement for all benefits
earned through December 31, 2005. This resulted in settlement
payments of $12 million and an immaterial settlement loss. This
option is not permitted under the AGL Retirement Plan, except for
accrued benefits valued at less than $10,000.

SFAS 158 » In September 2006, the FASB issued SFAS
No. 168, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans” (SFAS 158). We adopted SFAS 158
prospectively on December 31, 2006. SFAS 158 requires that we
recognize all obligations related to defined benefit pensions and
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other postretirement benefits. This statement requires that we quantify the plans' funding status as an asset or a liability in our consolidated

balance sheets.

SFAS 158 requires that we measure the plans’ assets and obligations that determine our funded status as of the end of the fiscal year.
We are also required to recognize as a component of OCI the changes in funded status that occurred during the year that are not recognized
as part of net periodic benefit cost as explained in SFAS No. 87, “Employers’ Accounting for Pensions,” or SFAS No. 106. “Employers’

Accounting for Postretirement Benefits Other Than Pensions.”

Based on the funded status of our defined benefit pension and postretirement benefit plans as of December 31, 2006, we reported a
gain to our OCI of $11 million, a decrease of $18 million to accrued pension obligations and an increase of $7 million to accumulatec deferred
income taxes. Our adoption of SFAS 158 on December 31, 2006, had no impact on our earmings. The following tables present details about

our pension plans.

AGL Ref -emer NUI Retevant Man

110 s e __ Dec. 31,2006 005  Dec.31,2006  Dog. 31,2005
Change in benefit obligation
Benefit obligation at beginning of year $3569 $340 $105 $144
Service cost 7 6 - 4
Interest cost 20 19 5 3
Plan amendments - — - {15)
Settlement loss - — 1 —
Settlement payments - - (12 -
Actuarial toss (gain) 2 14 (7) “)
Benefitspaid S - (2 20 B ) B
Benefit obligation at end of year $368 $359 $ 86 $105
Change in plan assets
Fair value of plan assets at beginning of year $286 $279 $ 85 $111
Actual return on plan assets 31 21 4 5
Employer contribution 6 6 1 -
Settlement payments - - (12) -
Benefits paid e ) oo 20 . ®) . (32)
Fair value of plan assets at end of year $303 $286 $ 72 3 85
Reconciliation of funded status'
Plan assets less than benefit obligation at end of year $ (65) $(73) $ (14) $ (20)
Unrecognized net loss — 119 - 4
Unrecognized prior service benefit o . - _.ue = (15
(Prepaid) accrued pension cost’ $ (65) $ 36 $ (14) $(31)
Amounts recognized in the statement of financial position consist of
Prepaid benefit cost $ — $ 42 $ — $ -
Accrued benefit liability (65) (7) (14) 31
Accumulated OCH B ~ R 920 = =
Net amount recognized at year end’ $ (65) $ (57) $ (14) $ (31)
e - 1, 200

23l coals alfentsd 0y our anqas Lo ol NUL A1 Muvaroar 3004, |n 2303

want assets, Tne NUIRe s-et Pannad $14 + anelaoncareit an 18s
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The accumulated benefit obligation (ABO) and oyher information for the AGL Retirement Plan and the NUI Retirement Plan are set forth
in the following table.

ARL Rsliemet Plan NUI Ret-2ma Pan

s . U _Dec. 31, 2006 Dec. 31,2008 _...__Dec. 31,2006 . Dec. 31,7003
Projected benefit obligation $368 $359 $86 $105
ABO 352 343 86 105
Fair value of plan assets 303 286 72 85
Increase in minimum lability included in OC! R 1 8= -
Components of net periodic benefit cost

Service cost $ 7 $ 6 $— $ 4
Interest cost 20 19 5 8
Expected return on plan assets (24) (21 (7) 9)
Net amortization (1) M M -
Recognized actuariat loss ) e 9 T = =
Net annual pension cost $ 11 $ 7 $ (3 $ 3

There were no other changes in plan assets and benefit obligations recognized for the AGL and NUI Retirement Plans for the year ended
December 31, 2006.

The 2007 estimated OCl amortization and expected refunds for the AGL and NUI Retirement Plans are set forth in the following table.

Ravezmant Pian

neiions ] e AGL N
Amortization of fransition obligation $— $—
Amortization of prior service cost 1) M
Amortization of net loss 6 -

Refunds expected ) 7 = -

The effects of SFAS 158, including the additional minimum liability (AML) adjustments, for the AGL Retirement Plan and the NUI Retire-
ment Plan are set forth in the following table.

AGL Retrarrent Pan

I~ ng

S o L‘\V:If!l:é‘uii,d.‘)["*?jﬂ .

Prepaid pension asset (accrued pension liability)

$(79)
Intangible asset — — — - —
Deferred tax asset - 30 30 6 36
OCI—pension, net of tax — 49 49 10 59
OCl—pension. pre-tax B - 9 Loe e 95

MUl Felsment Pan

Pis SF

e Lng W Abdb e AML & I Feat -S5FAS 132
Prepaid pension asset (accrued pension liability) 27) $(14)
Intangible asset — — - — —
Deferred tax asset — — — (5) (5)
OCI—pension, net of tax - — — (8) 8)
OCl—pension, pre-tax o - = = (3 (13)

Vioes asenlaro.
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The following table sets forth the assumed weighted aver-
age discount rates and rates of compensation increase used to
determine benefit obligations at December 31.

AGL zd NUI R AL o o ... 006 2008
Discount rate 5.8% 5.5%
Rate of compensation increase __4.0% 4.0%

We consider a number of factors in determining and select-
ing assumptions for the overall expected long-term rate of return
on plan assets. We consider the historical long-term return experi-
ence of our assets, the current and expected allocation of our plan
assets, and expected long-term rates of return. We derive these
expected long-term rates of return with the assistance of our
investment advisors and generally base these rates on a 10-year
horizon for various asset classes, our expected investments of
plan assets and active asset management as opposed to invest-
ment in a passive index fund. We base our expected allocation of
plan assets on a diversified portfolio consisting of domestic and
international equity securities, fixed income, real estate, private
equity securities and alternative asset classes.

The following tables present the assumed weighted average
discount rate. expected return on plan assets and rate of compen-
sation increase used to determine net periodic benefit cost at the
beginning of the period, which was January 1.

ACLReiemePes 2008 w0 )

Discount rate 5.5% 5.8% 8.3%
Expected return on plan assets 8.8% 8.8% 8.8%
Rate of compensationincrease ~  4.0%  40%  4.0%
NUI Retirzrent Pian 2008 2000 2001

Discount rate 5.5% 5.8% 5.8%
Expected return on plan assets 8.8% 8.5% 8.5%
Rate of compensation increase =% 40%  40%

We consider a variety of factors in determining and selecting
our assumptions for the discount rate at December 31. We con-
sider certain market indices, including Moody's Corporate AA
long-term bond rate, the Citigroup Pension Liability rate our actu-
aries mode! and our own payment stream based on these indices
to develop our rate. Consequently, we selected a discount rate of
5.8% as of December 31, 2008. following our review of these vari-
ous factors.

Our actual retirement plans' weighted average asset alloca-
tions at December 31, 2006 and 2005 and our target asset allo-
cation ranges are as follows:

AGL Retrgment Pan

e - .. _e00e
Equity 30%-80% 67% 66%
Fixed income 10%-10% 25% 25%
Real estate and other 10%-35% 8% 8%
Cash %-10%_ 0% 1%

NUI Retirgnenl Pan
R _ o . 2006 2025
Equity 30%-80% 68% 88%
Fixed income 10%-40% 26% 12%
Real estate and other 10%-35% 3% —
Cash 0%-10% 3% __ —

The Retirement Plan Investment Committee (the Committee)
appointed by our Board of Directors is responsible for overseeing
the investments of the retirement plans. Further, we have an Invest-
ment Policy {the Policy) for the retirement plans that aims to
preserve the retirement plans’ capital and maximize investment
earnings in excess of inflation within acceptable levels of capital
market volatility. To accomplish this goal, the retirement plans’ assets
are actively managed to optimize long-term return while maintaining
a high standard of portfolio quality and proper diversification.

The Policy's risk management strategy establishes a maxi-
mum tolerance for risk in terms of volatility to be measured at 75%
of the volatility experienced by the S&P 500. We will continue to
diversify retirement plan investments to minimize the risk of large
losses in a single asset class. The Policy’s permissible investments
include domestic and international equities (including convertible
securities and mutual funds), domestic and international fixed
income (corporate and U.S. government obligations), cash and
cash equivalents and other suitable investments. The asset mix of
these permissible investments is maintained within the Policy’s
target allocations as included in the preceding tables, but the
Committee can vary allocations between various classes or invest-
ment managers in order to improve investment results.

Equity market performance and corporate bond rates have a
significant effect on our reported unfunded ABO, as the primary
factors that drive the value of our unfunded ABO are the assumed
discount rate and the actual return on plan assets. Additionally,
equity market performance has a significant effect on our market-
related value of plan assets {(MRVPA), which is a calculated value



and differs from the actual market value of plan assets. The
MRVPA recognizes the difference between the actual market value
and expected market value of our plan assets and is determined
by our actuaries using a five-year moving weighted average
methodology. Gains and losses on plan assets are spread through
the MRVPA based on the five-year moving weighted average
methodology, which affects the expected return on plan assets
component of pension expense.

Our employees do not contribute to the retirement plans.
We fund the plans by contributing at least the minimum amount
required by applicable regulations and as recommended by our
actuary. However, we may also contribute in excess of the mini-
mum required amount. We calculate the minimum amount of fund-
ing using the orojected unit credit cost method. The Pension
Protection Act (the Act) of 2006 contains new funding require-
ments for single-employer defined benefit pension plans. The Act
establishes a 100% funding target for plan years beginning after
December 31, 2007. However, a delayed effective date of 2011
may apply if the pension plan meets the following targets: 92%
funded in 2008; 949% funded in 2009: and 96% funded in 2010.
In October 2006 we made a voluntary contribution of $5 million
to the AGL Resources Inc. Retirement Plan. No contribution is
required for the qualified plans in 2007.

Postretirement Benefits

Untit January 1, 20086, we sponsored two defined benefit postre-
tirement health care plans for our eligible employees, the AGL
Resources Inc. Postretirement Health Care Plan (AGL Postretire-
ment Plan) and the NUI Corporation Postretirement Health Care
Plan {NUI Postretirement Plan}, which we acquired upon our acqui-
sition of NUI. Eligibility for these benefits is based on age and years
of service.

The NUI Postretirement Plan provided certain medical and
dental health care benefits to retirees, other than retirees of Florida
City Gas, depending on their age, years of service and start date.
The NUI Postretirement Plan was contributory, and NUI funded a
portion of these future benefits through a Voluntary Employees’
Beneficiary Association. Effective July 2000, NUI no longer offered
postretirement benefits other than pension for any new hires. In
addition, NUI capped its share of costs at $500 per participant per
month for retirees under age 65, and at $150 per participant per
month for retirees over age 65. At the beginning of 2008, eligible
participants in the NUI Postretirement Plan became eligible to par-
ticipate in the AGL Postretirement Plan and all participation in this
plan ceased, effective January 1, 2006.

AGL Resources Inc. / 2006 Annual Report

The AGL Postretirement Plan covers all eligible AGL
Resources employees who were employed as of June 30, 2002,
if they reach retirement age while working for us. The state regula-
tory commissions have approved phase-ins that defer a portion
of other postretirement benefits expense for future recovery. We
recorded a regulatory asset for these future recoveries of $13 mil-
lion as of December 31, 2006 and $14 million as of December 31,
2005. In addition, we recorded a regulatory liability of $4 million
as of December 31, 2006 and $3 million as of December 31, 2005
for our expected expenses under the AGL Postretirement Plan.
We expect to pay $7 million of insurance claims for the postretire-
ment plan in 2007, but we do not anticipate making any addi-
tional contributions.

Effective December 8, 2003, the Medicare Prescription
Drug, Improvement and Modernization Act of 2003 was signed
into law. This act provides for a prescription drug benefit under
Medicare Part D as well as a federal subsidy to sponsors of retiree
health care benefit plans that provide a benefit that is at least actu-
arially equivalent to Medicare Part D.

On July 1, 2004, the AGL Postretirement Plan was amended
to remove prescription drug coverage for Medicare-eligible retirees
effective January 1, 2006. Certain grandfathered NUI retirees par-
ticipating in the NUI Postretirement Plan will continue receiving a
prescription drug benefit through some period of time.
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The following tables present details about our postretire-
ment benefits.
NLL

Poshislrenani Pan

AGL Posteltame ¥
m ey Dec. 31,2006  Des. 31, 20U

Change in benefit obligation
Benefit obligation

at beginning of year' $107 $ 98 $23
Service cost 1 1 —
Interest cost 5 5 1
Plan amendments - — (7)
Actuarial (gain) loss (9) (6) 1
Benefitspaid ____(9) @ @
Benefit obligation atend of year  $§ 95 $ 89 $16
Change in plan assets
Fair value of plan assets

at beginning of year $ 59 $49 $ 9
Actual return on plan assets 5 4 -
Employer contribution 8 6 2
Benefits paid o C 9. )
Fair value of plan assets

at end of year $ 63 $ 50 $ 9
Reconciliation of funded status
Plan assets less benefit obligation

at end of year $(32) $(39) $ (7)
Unrecognized loss - 22 2
Unrecognized transition amount - 1 -
Unrecognized prior service benefit ~ — @3 .
Accrued benefit cost? $ (32) 3(39) $(11)
Amotmnts recognized in

the statement of financial

position consist of
Prepaid benefit cost $ — $ - $ —
Accrued benefit liability (32 (39 (1N
AccumulatedOCI = = T T
Net amount recognized

at year end® $ (32) $(39) $(11)

1

Tag NUT Pastretrsmen

s e ecsrded and s reenng: @

the AGL Post-eliament Pan nzd 532 o0 of fioncungat - goe Les and

The following tables present details on the components of
our net periodic benefit cost for the AGL Postretirement Plan and
the NUL Postretirement Plan at the balance sheet dates.

AGLPun-atie™

peetons I R .._...2008

Service cost $1

Interest cost 5 S
Expected return on plan assets (4) {4
Amortization of prior service cost 4 3)
Recognized actuarialjoss L A 1
Net periodic postretirement benefit cost $(1) $—

[DEANEIAS

Service cost

Interest cost 1

Expected return on plan assets -

Amortization of prior service cost M
Recognized actuarial loss o T

Net periodic postretirement benefit cost $—

'The NUI postel e as ler

vartooate nthe AGL Post:sl emenl P

There were no other changes in plan assets and benefit obli-
gations recognized for the AGL and NUI Postretirement Plans for
the year ended December 31, 2006. The 2007 estimated OCI
amortization and refunds expected for the AGL Postretirement
Plan are set forth in the following table.

I erirony HUUT
Amortization of transition obligation $—
Amortization of prior service cost (4
Amortization of net loss 1

Refunds expected L A , -
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The effects of SFAS 158 and AML adjustments for the AGL Postretirement Plan are set forth in the following table.

o Tang

Prepaid pension asset (accrued pension liability)

intangible asset -
Deferred tax asset -
OCI—pension, net of tax —

The following table sets forth the assumed weighted aver-
age discount rates and rates of compensation increase used to
determine benefit obligations for the AGL and NUI postretirement
plans at December 31.

S AGL2008  _ AGL
Discount rate' 5.8%
Rate of compensation increase’ - 4.0%
" e NUL oest

gl

The following tables present our weighted average assumed
rates used to determine benefit obligations at the beginning of the
period, January 1 for the AGL Postretirement Plan and December 1
for the NUI Postretirement Plan, and our weighted average
assumed rates used to determine net periodic benefit cost at the
beginning of these same periods.

AGL Postietiement Pan 2006'

2005 2004
Discount rate —benefit obligation 5.8% 5.5% 5.8%
Discount rate—net periodic
benefit cost 5.5% 5.8% 6.3%
Expected return on plan assets 8.5% 8.8% 8.8%
Rate of compensation increase  4.0%  40%  40%
NUlPostelementPen Coaes o aeed
Discount rate —benefit obligation 5.5% 5.8%
Discount rate —net periodic
benefit cost 5.8% 5.8%
Expected return on plan assets 3.0% 2.0%

Rate of compensation increase = =

For information on the discount rate assumptions used for
our postretirernent plans, see the discussion contained in this Note
4 under the caption “Pension Benefits.”

We consider the same factors in determining and selecting
our assumptions for the overall expected long-term rate of return
on plan assets as those considered in determining and selecting

Fost SIAS 152

$(32)
- - (3) 3)
- - ) (%)
- - 8) 8

the overall expected long-term rate of return on plan assets for our
retirement plans. For purposes of measuring our accumulated
postretirement benefit obligation, the assumed pre-Medicare and
post-Medicare health care inflation rates are as follows:

Poslatement P

2 | Pcst
! nes! 7
ale e ”77297076 R ,‘2”‘,"9
Health care cost trend rate
assumed for next year 25% 25% 25% 25%
Rate to which the cost trend
rate gradually declines 25% 25% 25% 25%
Year that the rate reaches the
__ultimate trend rate o NA N NIAL IN/A

NUI Postreteenl

Je 1

Health care cost trend rate

assumed for next year 2.5%
Rate to which the cost trend
rate gradually declines 2.5%

Year that the rate reaches
the ultimate trend rate

Effective January 2008, our health care trend rates for both
the AGL Postretirement Plan and the NUI Postretirement Plan were
capped at 2.5%. This cap limits the increase in our contributions to
the annual change in the consumer price index (CPI). An annusl
CPl rate of 2.5% was assumed for future years.
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Assumed health care cost trend rates impact the amounts
reported for our health care plans. A one-percentage-point change
in the assumed health care cost trend rates would have the follow-
ing effects for the AGL Postretirement Flan and the NUI Postretire-
ment Plan.

[REIRON

Effect on total of service and interest cost
Effect on accumulated postretirement

beneft obligation ... . 4 (4)

Qur investment policies and strategies for our postretirement

plans, including target allocation ranges, are similar to those for
our retirement plans, We fund the plans annually; retirees con-
tribute 20% of medical premiums, 50% of the medical premium for
spousal coverage and 100% of the dental premium. Qur postre-
tirement plans weighted average asset allocations for 2006 and
2005 and our target asset allocation ranges are as follows:

iarget «

asset

lydons . ) Y 2008 uuGE

Equity 30%-80% 66% 52%
Fixed income 10%-40% 32% 46%
Real estate and other 10%—-35% —% 19%
Cash_ 0%=10% 2% 1%

The following table presents expected benefit payments
covering the periods 2007 through 2016 for our retirement plans
and postretirement health care plans. There will be benefit pay-
ments under these plans beyond 2016.

AGL’ NUI
For the yedrs anded Dso. 31,4 ) 3 5l rerreni Pan ravent Pas
2007 $ 20 $ 7 $7
2008 20 6 7
2009 20 o 7
2010 20 6 7
2011 20 6 7
20122006 411 3@ 35

The following table presents the amounts not yet reflected in
net periodic benefit cost and included in accumulated OCI as of
December 31, 2006.

AGL NUI AGL
R ___PRelreweniPiay FelreenPan Postelement Pan
Transition asset $ — $ - $ 1
Prior service credit © {(14) (25)
Netgain . o4 o .16
Accumulated OCI 95 (13) (8)

Net amount recognized in

_ Statemnent of financial position _ (85) A4 (82
Curnulative employer

contributions in excess

of net periodic benefit cost

prepaid {accrued) $ 30 $(27) $(40)

There were no other changes in plan assets and benefit obii-
gations recognized in the AGL and NUI Retirement Plans or the
AGL Postretirement Plan for the year ended December 31, 2006.

Employee Savings Plan Benefits

We sponsor the Retirement Savings Plus Plan (RSP). a defined
contribution benefit plan that allows eligible participants to make
contributions to their accounts up to specified limits. Under the
RSP, we made matching contributions to participant accounts in
the following amounts:

= $6 million in 2006
» $5 million in 2005
= $5 million in 2004

We also sponsor the Nongualified Savings Plan (NSP), an
unfunded, nonqualified plan similar to the RSP. The NSP provides
an opportunity for eligible employees who could reach the maxi-
mum contribution amount in the RSP to contribute additional
amounts for retirement savings. Our contributions to the NSP have
not been significant in any year.
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years ago, we announced we were
going to radically transform our
company into a value-generating
institution for our shareholders.
Some were doubtful. But with the
hands we've played so far, we've
proven our ability to deliver.

Year after year, AGL Resources has impressed the skeptics. We've con-
tinually increased consolidated earnings and improved customer service
while operating within the regulated environment that governs our utilities.
And we've continued to decrease expenses through a combination of busi-
ness process improvements and discipline around capital spending. Our
commitment to business integrity is strong. Our goals are clear, We stick
to them. The result is an energy services holding company with a strong
record of long-term, sustained performance that clearly distinguishes us

from the pack.
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The asset manageme i actuwtle‘s of Sequent ‘Energy Management »our wholesale services sub-
sidiary, have returned money to ratepayers and strengthened our "ttom Ilne through efﬂctent
management of our energy asset portfolio. Sequent S extensw ' ) Iedge of the gas |ndustry
also: benefnted our d|str|but|on operatlons and played a ci n the aftermath of Hurncanes
Katrina and R|ta faist Septé’mbe s With.gas: supplles c { to Florida, Sequent’ mamtanned
supply requirement ﬁt@nda Clty Gas with no service loss to customers
Two years ago we recognized that traditional supply optlons needed to adapt to changlng

customer usage, and that peaking supplies would become Cnt[cal to meeting customer dema o,
We began work on energy investments that would mest peak|ng needs and provid y us with
growth opportunltxes around our core busmesses In 2005, our Jefferson Is|and and peakmg -

R to be a leading Georgia marketer in both service and sales



of a kind

Consecutive dividend increases.
Our strong cash position and anticipated cash flow gave us the
opportunity to raise our dividend for ths fourth time in thies years.

bringing our vield in lina with tha utility peer group. At an indicatad

annual dividlend of $1.48 per shara. our dividend is clearly supported
oy earnings vet presarves adequate capacity for investiment in new
projects. We have delivered on ouwr promige to achisve retumns in
ling with our long-tern value proposition through the combination

of a competitive dividand yield and consistent sarnings grovsth.
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AGL Resources believes a successful company is one where
employees have a profound commitment to the success of the
business and to one another. Our people demonstrate this
commitment daily. Whether we service meters, schedule cus-
tomer appointments from the call center, move gas through
pipelines in the Midwest, manage a business division or evalu-
ate potential growth opportunities, we benchmark ourselves
against the best and pursue excellence in everything we do.
Then we try to do it even better.

We value execution, imagination and productive innovation at
every level, from the front line to top management. Our people
are the source and driver of the ideas that make us better, and
we continue to invest in their development because they are our
future leaders.

We're clear about our commitments — to our customers, our
investors, our communities, and our regulators and public pol-
icy makers —and we keep those commitments. We live and
work by our core values: be honest, practice generosity of
spirit, seek value and consistently work inside the lines.

AGast S . . .
b poact We dedicate ourselves to outstanding service, superior

business results, committed citizenship and the reli-
able, safe and transparent delivery of a high-quality
product. Good enough is not what we're here for.
We aim to set the standard.

(standing I lor) Dat Tran

Kinechie Johnson Chief Counsel

Cuslomer Service Team Leader Unregulated Busingsses
AGL Resources AGL Resources

Randy Stern Jose Caballerc

Distribution Crew Member Fielg Service Represantative
Virginia Natural Gas Flerida City Gas

Ralph Cleveland

Senior Vice Presicient
Cngineering ard Operations
AGL Resources



AGL Resources’ extensive crisis management plan is prepared
to handle natural disasters —including hurricanes, a common
threat in our service territories. Still, no one could have fore-
seen the level and breadth of destruction brought by the triple
impact of Katrina, Rita and Wilma in 2005. Nevertheless, our
company worked successfully with the hand nature dealt us.

As Rita headed for Houston, Sequent moved its trading and
scheduling operations out of the hurricane’s path. Working
closely with AGL Resources’ technology personnel in Georgia
and Texas, Sequent’s temporary offices —located 250 miles
north of Houston—were up and fully functioning the next
morning. We also brought along employees’ families and pets
so that our people could concentrate on doing their jobs
assured of their loved ones’ safety.

Functioning from-a hotel conference room, our schedulers
were able to track and confirm critical gas flows around the
clock. Natural gas was dispatched from Sequent’s managed
and controlled resources, allowing us to serve customers when
many of our competitors were unable to do so. To meet strong
gas-fired power plant demand for electricity, Sequent directed
gas from the Midwest and Northeast to the Southeast by
continually rerouting gas on each pipeline nomination cycle. In
spite of the challenges, we kept gas flowing to areas where it
was most needed in a devastated landscape.

Jefferson Island also stepped up contingency planning in
preparation for Katrina, helping interstate pipeline owners
safely secure gas supplies in the anticipated path of the storm.
Despite extensive flooding following Rita, Jefferson Island was
up and serving customers within a couple of days.







our shareholders

Throughout 2005, AGL Resources continued to execute on our
proven strategy to provide value-oriented investors with a
superior investment proposition in the energy sector. Building
on our strategic 2004 acquisitions of NUI Corporation and
Jefferson lIsland Storage & Hub, we focused on generating
significant cost savings and efficiencies from a larger and
more geographically diverse portfolio. In addition, we contin-
ued implementation of a process improvement and technology
platform that enhances the scalability of our operations. This
will create an advantage as we pursue future growth and
long-term shareholder value.

Financial Performance

The results of those efforts are clear. We grew earnings 9% to
a record $2.50 per share in 2005. Our improved cash flow out-
look enabled our Board of Directors to raise our annual dividend
19% in November 2005, to an indicated annual dividend of
$1.48 per share. This increase marked the fourth raise in three
years, moving our payout ratio closer to the peer group average
and ensuring a competitive dividend yield relative to alternative
investments. Total return to shareholders for the year, including
reinvested dividends, was 8.6%, outperforming the S&P 500
(up 4.9%) and our peer group average (up 1.5%). Significantly,
this growth came from every business unit, not just one or two.

CEO Transition

Our strong performance in 2005, like that of the previous five
years, was achieved under the leadership of Paula Rosput
Reynolds. During her tenure as CEO, Paula’s steady hand and
thoughtful strategy guided AGL Resources through some
potentially dire straits and into our current position as one of
our industry’s most successful companies. On December 7,
2005, we announced Paula’s resignation from the company



effective December 31, 2005 to become president and chief
executive officer of a Seattle-based Fortune 500 company.
The move represented a tremendous opportunity for Paula,
and one that clearly reflected her extraordinary leadership abil-
ity and the outstanding results she achieved while part of the
AGL Resources team.

In early December, the Board formed a search committee and
engaged a well-known recruiting firm to identify a seasoned,
high-caliber executive to lead the company and build on the
great work accomplished to date. We anticipated the search
process would be completed in a timely manner and would
result in a new CEO with aspirations in line with current busi-
ness goals. We exceeded expectations —in more ways than
one — when we named John W. Somerhalder |l the company’s
president, chief executive officer and newest member of the
Board as of March 2.

John Somerhalder’s 30 years of extensive regulated and non-
regulated energy experience, his business acumen and leader-
ship skills, his enthusiasm about the future of AGL Resources,
and his commitment to customer service improvement and
growing the bottom line are exactly the attributes we were
searching for in our next chief executive. Under John’s direction,
our leadership team of talented and dedicated professionals,
averaging nearly 20 years of business and regulatory experience,
will continue to carry the company forward. We are privileged to
have John on board.

2005 Milestones

Each year, we estabiish goals that guide our strategic decisions
and provide the milestones to measure our progress along the
way. In 2005, we laid out four primary goals: (1} integrate our

D. Raymona Riddle

Chairman

acquisitions swiftly to meet the expectations of our investors;
(2) establish a national reputation for customer service excellence
by investing in systems, processes and people; (3) accelerate
the pace of technology implementation and business process
improvement; and (4) elevate our public policy profile with lead-
ing levels of transparency and collaboration.

In 2005, we completed the integration of our NUI and Jefferson
Island acquisitions quickly and efficiently, achieving savings
and delivering on promised earnings accretion. As part of
the integration process, we set out to dramatically improve the
customer experience in each of our utility service areas. The
results were evident. Late in the year, J.D. Power and Associ-
ates, in a ranking of gas utility residential service providers,
recognized Virginia Natural Gas as one of the top five utilities in
the nation in customer satisfaction. The same ranking listed
Elizabethtown Gas, the New Jersey utility we acquired as
part of the NU! acquisition in late 2004, as one of the most
improved utilities.

We continued to identify and implement technology and other
process improvements that have moved us closer to our vision:
a "one company” operational platform that eliminates duplicate
systems and disparate processes among our companies, and
establishes the possibilities of virtual workforce automation while
creating a platform for scalability. Those improved technology
capabilities proved themselves during Hurricane Rita, when we
temporarily relocated our Sequent trading floor from Houston to
Richardson, Texas with virtually no business interruption. While
service disruptions were prevalent throughout the disaster-
stricken region, we maintained a cohesive working environment.
This allowed us to communicate effectively with markets and
suppliers, providing critical assistance to those who needed it.
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We also continued to make substantial progress on the public
policy front during 2005. By working cooperatively with our
regulators, we were able to negotiate a settlement in the
Atlanta Gas Light rate case providing customers with stabilized
rates for a five-year period. We are seeking a similar rate treat-
ment as part of our ongoing rate case in Virginia. Throughout
the year, we fully participated in critical industry dialogue on the
economic and operational viability of liquefied natural gas and
other supply and infrastructure options. We are continually
exploring ways to address current supply constraint and peak-
ing issues, and to reduce our reliance on natural gas from the
Gulf Coast region.

2006 Goals

Our goals for 2006 have evolved from our achievements in
2005. Our philosophy is that we are never finished refining the
process, and there is always room for improvement.

First, we will operate each of our businesses to deliver on our
longstanding commitment to superior earnings and income
growth. As an owner of the company, you can expect us to be
good stewards of your investment by establishing threshold
returns before deploying significant capital. We're proud of our
reputation for being a prudent investor and operator, and we
intend to leverage that reputation as we seek new opportunities.

Second, we will continue to build a process-driven culture that
supports scalability and includes global commerce. Imple-
menting enterprise technology was a first step. We must now
compete in a global marketplace of service providers. We have
already made significant headway in identifying routine opera-
tional and financial processes within our current businesses

that might benefit from either global sourcing or restructuring
to shift and reduce our cost burden.

Third, we will deliver exceptional retail and wholesale customer
service through superior logistics. In 2006, we will build on the
improved reputation and customer service processes of our
utilities by continuing to elevate the customer experience.
We intend to implement a wide array of improvements — such
as enhanced automated dispatch to ensure appointment times
are met — aimed at making a customer’s experience with any
of our six utilities as pleasant and efficient as possible.

Fourth, we will invest to make people our competitive edge in
sustaining enterprise excellence. Without a high-performance
culture and talented professionals who are trained and com-
pensated appropriately, and equipped with the resources they
need to succeed, we know that our first three goals cannot
be accomplished.

We look forward to updating you on our progress in the months
ahead. AGL Resources will continue to create value in every-
thing we do. We're playing for keeps.

%W Evr o
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Sariar Vice Presidant and CFO
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we're the one to watch

-

Provide superior growth in
earnings and dividends.

We will aim for flawless execution in our existing busi-
nesses. We will continually seek growth opportunities.
And we will exercise rigorous discipline in evaluating
those opportunities.

—

Build on our growing reputation
for customer service excellence
through enhanced logistics.

We will continue to implement improvements to make
our customers’ experience pleasant, efficient and
worthwhile. We will deliver exceptional retail and
wholesale customer service. We will benchmark our-
selves against the best.

Be relentless in business
process improvement.

We will always look for better ways of doing things.
We will demand real returns from investments in tech-
nology, systems and equipment. And we will identify
processes that may be better accomplished through
global sourcing or restructuring.

Make our people the
-competitive edge.

We will invest in the ability of our people to apply
imagination and search for innovations. We will
equip them with the resources they need to succeed.
And we will clearly articulate our business goals
and aspirations.










financial charts

Capital expenditures (in millions)

A disciplined approach to managing capital invest-
ments should provide significant opportunity.
{ar debt reduction, reinvestment in the business, or
returns to shareholders in the form of dividend
increases or stock repurchases.

Mandated capital®

“Includes Allanta Gas Light pipsline
replacement costs and environmental
remediation expenses for Atlanta Gas
Light and the former NUI utilities

Other capital expenditures

Dividend payout ratio

AGL Resources remains focused on maintaining
a competitive dividend yield and a payout ratio
near the average of our peer group of utilities. The
19% dividend increase announced in November
2005 raised our indicated annual dividend to $1.48
per share.

Dividends paid

Total shareholder return (as of 12/31/2005)

The peer group average includes seven natural
61.0 . gas utilities with characteristics similar to AGL
: Resources.

One-year

Two-ysar

Three-year

1.5

AGL Resources Peer group average S&P 500
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AGL Capital AGL Capital Corporation

AGL Networks AGL Networks, LLC

Atlanta Gas Light  Atlanta Gas Light Company
Chattanooga Gas Chattanooga Gas Company

Credit Facility
paper program

Credit agreement supporting our commercial

EBIT  Earnings before interest and taxes, a non-GAAP measure
that includes operating income, other income, equity in SouthStar's
incorne, minority interest in SouthStar’s earnings, donations and gain
on sales of assets and excludes interest and tax expense; as an indi-
cator of our operating performance, EBIT should not be considered
an alternative to, or more meaningful than, operating income or net
income as determined in accordance with GAAP

ERC  Environmental remediation costs
FASB  Financial Accounting Standards Board
Florida Commission

Florida Public Service Commission

GAAP  Accounting principles generally accepted in the United
States of America

Georgia Commission  Georgia Public Service Commission

Henry Hub  The Henry Hub, located in Louisiana, is the largest
centralized point for natural gas spot and futures trading in the United
States. NYMEX uses the Henry Hub as the point of delivery for its nat-
ural gas futures contracts. Many natural gas marketers also use the
Henry Hub as their physical contract delivery point or their price
benchmark for spot trades of natural gas.

LNG Liquefied natural gas

Marketers  Marketers selling retail natural gas in Georgia and

certificated by the Georgia Public Service Commission

AGL Resources Inc.

Medium-term notes  Notes issued by Atlanta Gas Light with
scheduled maturities between 2012 and 2027 bearing interest rates
ranging from 6.6% to 9.1%

NJBPU  New Jersey Board of Public Utilities
NYMEX New York Mercantile Exchange, Inc.
OCl  Other comprehensive income

Operating margin A measure of income, calculated as revenues
minus cost of gas, that excludes operation and maintenance
expense, depreciation and amortization, taxes other than income
taxes, and the gain on the sale of our Caroline Street campus; these
items are included in our calculation of operating income as reflected
in our statements of consolidated income. Operating margin should
not be considered an alternative to, or more meaningful than, operat-
ing income or net income as determined in accordance with GAAP

Pivotal Jefferson Island
Hub, LLC

Pivotal Jefferson Island Storage &

Pivotal Propane  Pivotal Propane of Virginia, Inc.

Pivotal Utility  Pivotal Utility Holdings, Inc., parent company of
Elizabethtown Gas, Elkton Gas and Florida City Gas

PGA  Purchased gas adjustment

PRP  Pipeline replacement program

PUHCA  Public Utility Holding Company Act of 1935, as amended
Sequent  Sequent Energy Management, L.P.

SFAS  Statement of Financial Accounting Standards

SouthStar  SouthStar Energy Services LLC

Virginia Commission  Virginia State Corporation Commission

Virginia Natural Gas  Virginia Natural Gas, Inc.



Referenced Accounting Standards

APB 20  Accounting Principles Board (APB) Opinion No. 20,
“Accounting Changes”

APB 25 APB Opinion No. 25, “Accounting for Stock Issued
to Employees”

EITF 98-10 Emerging Issues Task Force (EITF) Issue No. 98-10,
“Accounting for Contracts Involved in Energy Trading and Risk
Management Activities”

EITF 99-02
Derivatives”

EITF Issue No. 99-02, “Accounting for Weather

EITF 02-03  EITF Issue No. 02-03, "Issues Involved in Accounting
for Contracts under EITF Issue No. 98-10, '‘Accounting for Contracts
Involved in Energy Trading and Risk Management Activities'”

FIN46 & FIN46R FASB Interpretation No. (FIN) 46, “Consolidation
of Variable Interest Entities”

FIN 47  FIN 47, “Accounting for Conditional Asset Retirement
Obligations, an interpretation of FASB Statement No. 143"

SFAS 5  Statement of Financial Accounting Standards (SFAS)
No. 5, “Accounting for Contingencies”

AGL Resources Inc

SFAS 13 SFAS No. 13, “Accounting for Leases”

SFAS 71 SFAS No. 71, "Accounting for the Effects of Certain
Types of Regulation”

SFAS 109  SFAS No. 109, "Accounting for Income Taxes”

SFAS 123 & SFAS 123R  SFAS No. 123, “Accounting for Stock-
Based Compensation”

SFAS 131 SFAS No. 131, “Disclosures about Segments of an
Enterprise and Related Information”

SFAS 133  SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities"

SFAS 141 SFAS No. 141, “Business Combinations”
SFAS 142  SFAS No. 142, "Goodwill and Other Intangible Assets”

SFAS 149  SFAS No. 148, “Amendment of Statement 133 on
Derivative Instruments and Hedging Activities”

SFAS 154
Corrections”

SFAS No. 154, “Accounting Changes and Error
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Selected hnancia: data apout us 15 sel forth i the table below. We derved the data n the tate [-om our audited fnanc-al stalements. You snculd read the data » the tatle in conjunclion with cur consolidaled financal stalements
and reiated notes. On Seotember 30. 20C1. our Board of Directors elected to ohange our fiscar year end from Septemmber 30 to Decemner 31. effeclive October 1, 2661, We reler to lhe Inree months ended December 31,

2001 as the "Transit.on panad™ n the lable nelow.

Dottars and shares :n milions, exceat per share amounts

2005 2004 2003 206G2  Transilion penod 2001
Income statsmaent dita
Operating revenues $2,718 $1,832 $ 983 $ 877 $ 204 $ 946
Cost of gas 1,626 995 339 268 49 327
Operating margin 1,092 837 644 609 155 619
Operating expenses
Operation and maintenance 477 377 283 274 68 267
Depreciation and amortization 133 99 a1 89 23 100
Taxes other than income taxes 40 29 28 29 6 33
Total operating expenses 650 505 402 392 97 400
Gain on sale of Caroline Street campus - — 16 — — —
Operating income 442 332 258 217 58 219
Equity in earnings of SouthStar Energy Services LLC - - 46 27 4 14
Other (loss) income (1) - ©) 3 1 4
Minority interest (22) (18) — - — —
Interest expense {(109) 71) (75) (86) (24) (98)
Earnings before income taxes 310 243 223 161 39 139
Income taxes 117 90 87 58 14 50
Income before cumulative effect of change in accounting principle 193 153 136 103 25 89
Cumulative effect of change in accounting principle,
net of $5 in income taxes — — (8) — — —
Net income $ 193 $ 153 $ 128 $ 103 $ 25 $ 89
Comman stock data
Weighted average shares outstanding—basic 77.3 £6.3 63.1 56.1 556.3 54.5
Weighted average shares outstanding —fully diluted 77.8 67.0 63.7 56.6 55.6 54.9
Total shares outstanding' 77.8 76.7 64.5 56.7 55.6 55.1
Earnings per share—basic $ 2,50 $ 2.30 $ 2.038 $ 1.84 $ 045 $ 1.63
Earnings per share—fully diluted $ 248 $ 228 $ 2.01 $ 1.82 $ 0.45 $ 1.62
Dividends per share $ 1.30 $1.15 $ 1.1 $ 1.08 $ 0.27 $ 1.08
Dividend payout ratio 52% 50% 55% 59% 60% 66%
Book value per share’ $19.27 $18.04 $14.66 $12.52 $12.41 $12.20
Market value per share” $34.81 $33.24 $29.10 $24.30 $23.02 $19.97
Baiances shset data’
Total assets $6,251 $5,637 $3,972 $3,742 $3,454 $3,368
Long-term liabilities 737 682 647 702 671 711
Minority interest 38 36 — — - -
Capitalization
Long-term debt (excluding current portion) 1,615 1,623 956 994 1,015 1,065
Common shareholders’ equity 1,499 1,385 945 710 690 671
Total capitalization $3,114 $3,008 $1,901 $1,704 $1,705 $1,736
Cinancial rat.os’
Capitalization
Long-term debt 52% 54% 50% 58% 60% 81%
Common shareholders' equlity 48 46 50 42 40 39
Total 100% 100% 100% 100% 100% 100%
Return on average common shareholders' equity 13.4% 13.1% 15.5% 14.7% 14.6% 13.8%

" Asof the last day of the fiscal period.

 Common snarehalders’ equity diided oy totar oulstanding comman shares as of ihe last day of the fiscal oeriod.

* Clasing arce of commian slecx on the New York Slock Exchange as of (he iast tradng day of the fiscal perod.
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The determination of future expected costs involves judgment.
Factors that must be considered in estimating the future expected
costs are projected capital expenditure spending and remaining footage
of infrastructure to be replaced for the remaining years of the program.
Atlanta Gas Light recorded a long-term liability of $235 million
as of December 31, 2005 and $242 million as of December 31, 2004,
which represented engineering estimates for remaining capital expen-
diture costs in the PRP. As of December 31, 2005, Atlanta Gas Light
had recorded a current liability of $30 million, representing expected
PRP expenditures for the next 12 months. We report these estimates
on an undiscounted basis. If the recorded liability for PRP had been
higher or lower by $10 million, Atlanta Gas Light's expected recovery
would have changed by approximately $1 million.

Environmental Remediation Liabilities ~ Atlanta Gas Light histor-
ically reported estimates of future remediation costs based on prob-
abilistic models of potential costs. We report these estimates on an
undiscounted basis. As we continue to conduct the actual remedia-
tion and enter cleanup contracts, Atlanta Gas Light is increasingly
able to provide conventional engineering estimates of the likely costs
of many elemenis of its remediation program. These estimates con-
tain various engineering uncertainties, and Atlanta Gas Light continu-
ously attempts to refine and update these engineering estimates.

Our latest available estimate as of December 31, 2005 for those
elements of the remediation program with in-place contracts or engi-
neering cost estimates is $12 million for Atlanta Gas Light’s Georgia
and Florida sites. This is a reduction of $24 million from the estimate
as of December 31, 2004 of projected engineering and in-place con-
tracts, resulting from program expenditures during 2005. For elements
of the remediation program where Atlanta Gas Light still cannot per-
form engineering cost estimates, considerable variability remains in
available estimates. The estimated remaining cost of future actions at
these sites is $15 million. Atlanta Gas Light estimates certain other
costs it pays related to administering the remediation program and
remediation of sites currently in the investigation phase. Through Jan-
uary 2007, Atlanta Gas Light estimates the administration costs to
be $4 million. Beyond 2007, these costs are not estimable.

Atlanta Gas Light's environmental remediation liability is
included in its corresponding regulatory asset. As of December 31,
2005, the regulatory asset was $133 million, which is a combina-
tion of the accrued remediation liability and unrecovered cash expen-
ditures. Atlanta Gas Light’s estimate does not include other potential

AGL Resources Inc.
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expenses, such as unasserted property damage, personal injury or
natural resource damage claims, unbudgeted legal expenses, or
other costs for which it may be held liable but with respect to which
the amount cannot be reasonably forecast. Atlanta Gas Light's
recovery of environmental remediation costs is subject to review by
the Georgia Commission, which may seek to disallow the recovery
of some expenses.

In New Jersey, Elizabethtown Gas is currently conducting reme-
diation activities with oversight from the New Jersey Department of
Environmental Protection. Although the actual total cost of future envi-
ronmental investigation and remediation efforts cannot be estimated
with precision, the range of reasonably probable costs is $57 milion to
$104 million. As of December 31, 2005, no value within this range is
better than any other value, so we recorded a liability of $57 million.

The NJBPU has authorized Elizabethtown Gas to recover pru-
dently incurred remediation costs for the New Jersey properties
through its remediation adjustment clause. As a result, Elizabethtown
Gas has recorded a regulatory asset of approximately $63 million,
inclusive of interest, as of December 31, 2005, reflecting the future
recovery of both incurred costs and future remediation liabilities in the
state of New Jersey. Elizabethtown Gas has also been successful in
recovering a portion of remediation costs incurred in New Jersey from
its insurance carriers and continues to pursue additional recovery. As
of December 31, 2005, the variation between the amounts of the
environmental remediation cost liability recorded in the consolidated
balance sheet and the associated regulatory asset is due to expendi-
tures for environmental investigation and remediation exceeding
recoveries from ratepayers and insurance cairiers.

We also own several former NUI remediation sites located out-
side of New Jersey. One site, in Elizabeth City, North Carolina, is sub-
ject to an order by the North Carolina Department of Energy and
Natural Resources. We do not have precise estimates for the cost of
investigating and remediating this site, although preliminary estimates
for these costs range from $10 million to $17 million. As of Decem-
ber 31, 2005, we have recorded a liability of $10 million related to this
site. There is ancther site in North Carolina where investigation and
remediation is probable, although no regulatory order exists and we
do not believe costs associated with this site can be reasonably esti-
mated. In addition, there are as many as six other sites with which
NUI had some association, although no basis for liability has been
asserted. We do not believe that costs to investigate and remediate
these sites, if any, can be reasonably estimated at this time.
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and Results of Operations

With respect to these costs, we currently pursue or intend to
pursue recovery from ratepayers, former owners and operators and
insurance carriers. Although we have been successful in recovering a
portion of these remediation costs from our insurance carriers, we are
not able to express a belief as to the success of additional recovery
efforts. We are working with the regulatory agencies to prudently
manage our remediation costs so as to mitigate the impact of such
costs on both ratepayers and shareholders.

Derivatives and Hedging Activities  SFAS 133, as updated by
SFAS No. 149, “Amendment of Statement 133 on Derivative Instru-
ments and Hedging Activities” (SFAS 149), established accounting
and reporting standards which require that every derivative financial
instrument (including certain derivative instruments embedded in
other contracts) be recorded in the balance sheet as either an asset
or a liability measured at its fair value. However, if the derivative trans-
action qualifies for and is designated as a normal purchase and sale,
it is exempted from the fair value accounting treatment of SFAS 133,
as updated by SFAS 149, and is accounted for using traditional
accrual accounting.

SFAS 133 requires that changes in the derivative’s fair value be
recognized currently in earnings unless specific hedge accounting cri-
teria are met. If the derivatives meet those criteria, SFAS 133 allows
a derivative’s gains and losses to offset related results on the hedged
item in the income statement in the case of a fair value hedge, or to
record the gains and losses in other comprehensive income (OCH) until
maturity in the case of a cash flow hedge. Additionally, SFAS 133
requires that a company formally designate a derivative as a hedge
as well as document and assess the effectiveness of derivatives asso-
ciated with transactions that receive hedge accounting treatment.
Two areas where SFAS 133 applies are interest rate swaps and gas
commodity contracts at Sequent and SouthStar. Our derivative and
hedging activities are described in further detail in Note 4,

Interest Rate Swaps  We designate our interest rate swaps
as fair value hedges as defined by SFAS 133, which allows us to des-
ignate derivatives that hedge exposure to changes in the fair value
of a recognized asset or liability. We record the gain or loss on fair
value hedges in earnings in the period of change, together with the
offsetting loss or gain on the hedged item attributable to the risk being
hedged. The effect of this accounting is to reflect in earnings only that
portion of the hedge that is not effective in achieving offsetting
changes in fair value.

AGL Resources Inc.

Commodity-related Derivative Instruments We are
exposed to risks associated with changes in the market price of nat-
ural gas. Elizabethtown Gas utilizes certain derivatives for nontrad-
ing purposes to hedge the impact of market fluctuations on assets,
liabilities and other contractual commitments. Pursuant to SFAS 133,
such derivative products are marked to market each reporting period.
Pursuant to regulatory requirements, realized gains and losses related
to such derivatives are reflected in purchased gas costs and included
in billings to customers. Unrealized gains and losses are reflected as
a regulatory asset (loss) or liability (gain), as appropriate, in the con-
solidated balance sheet. Through Sequent and SouthStar, we use
derivative instruments to reduce our exposure to the risk of changes
in the price of natural gas. Sequent recognizes the change in value of
derivative instruments as an unrealized gain or l0ss in revenues in the
period when the market value of the instrument changes. Sequent
recognizes cash inflows and outflows associated with the settlement
of its risk management activities in operating cash flows, and reports
these settlements as receivables and payables in the balance sheet
separately from the risk management activities reported as energy
marketing receivables and trade payables.

Under our risk management policy, we attempt to mitigate sub-
stantially all our commodity price risk associated with Sequent's nat-
ural gas storage portfolio and lock in the economic margin at the time
we enter into purchase transactions for our stored natural gas. We
purchase natural gas for storage when the current market price we
pay plus storage costs is less than the market price we could receive
in the future. We lock in the economic margin by selling NYMEX
futures contracts or other over-the-counter derivatives in the forward
months corresponding with our withdrawal periods. We use contracts
to sell natural gas at that future price to substantially lock in the profit
margin we will ultimately realize when the stored natural gas is actu-
ally sold. These contracts meet the definition of a derivative under
SFAS 133.

The purchase, storage and sale of natural gas are accounted
for differently from the derivatives we use to mitigate the commodity
price risk associated with our storage portfolio. The difference in
accounting can result in volatility in our reported net income, even
though the economic margin is essentially unchanged from the date
the transactions were consummated. We do not currently use hedge
accounting under SFAS 133 to account for this activity.



Earnings Per Common Share

We compute basic earnings per common share by dividing our
income available to common shareholders by the daily weighted aver-
age number of common shares outstanding. Fully diluted earnings
per common share reflect the potential reduction in earnings per com-
mon share that could occur when potentially dilutive common shares
are added to common shares outstanding.

We derive our potentially dilutive common shares by calculat-
ing the number of shares issuable under performance units and stock
options. The future issuance of shares underlying the performance
units depends on the satisfaction of certain performance criteria. The
future issuance of shares underlying the outstanding stock options
depends on whether the exercise prices of the stock options are less
than the average market price of the common shares for the respec-
tive periods. No items are antidilutive. The following table shows the
calculation of our fully diluted earnings per share for the periods pre-
sented if performance units currently earned under the plan ultimately
vest and if stock options currently exercisable at prices below the
average market prices are exercised.

In mifions 2005 2004 2003
Denominator for basic

earnings per share' 77.3 66.3 63.1
Assumed exercise of

potential common shares 0.5 0.7 0.6
Denominator for fully diluted

earnings per share 77.8 67.0 63.7

! Daily weighted average shares outstanding.
Use of Accounting Estimates

The preparation of our financial statements in conformity with GAAP
requires management to make estimates and assumptions that affect
the reported amounts of assets, liabilities, revenues and expenses.
The most significant estimates include our regulatory accounting, the
allowance for doubtful accounts, allowance for contingencies, pipeline
replacement program {PRP) accruals, environmental liability accruals,
unbilled revenue recognition, pension and postretirement obligations,
derivative and hedging activities, and purchase price allocations.
Actual results could differ from those estimates.

AGL Resources Inc.
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Acquisition of NUI

On November 30, 2004, we acquired NUI for approximately $825 mil-
lion, including the assumption of $709 million in debt. The acquisition
significantly expands our existing natural gas utilities, storage and
pipeline businesses. During 2005, we adjusted our purchase price allo-
cation by $74 million for additional known items, including adjustments
related to pension obligations; severance; lease obligations related to
NUI’s former corporate offices; environmental remediation liabilities;
income tax liabilities; and asset sales. In connection with the acquisi-
tion, we incurred $25 million in employee-related restructuring charges.
As of December 31, 2005, $5 million of these payments remained to
be paid. Our purchase price allocation as of December 31, 2004 and
2005 and the goodwill adjustments are indicated in the following table.

Dec. 31, Dec. 31,
In millions 2004 Adjustments 2005
Purchase price $ 825 $— $825
Current assets 299 1) 298
Property, plant and equipment 612 (15) 597
Other long-term assets 117 21) 96
Goodwill 157 74 231
Current liabilities excluding debt (108) 4) (112)
Short-term debt and capital leases (502) - (502)
Long-term debt and capital leases (207) — (207)
Other long-term liabilities (143) (31) (174)
Equity 225 2 227

We believe the acquisition resulted in the recognition of good-
will primarily because of the strength of NUI’s underlying assets and
the synergies and opportunities in the regulated utilities.



Notes to Consoclidated Financial Statements

Regulatory Assets and Liabilities

We have recorded regulatory assets and liabilities in our consolidated
balance sheets in accordance with SFAS No. 71, “Accounting for the
Effects of Certain Types of Regulation” (SFAS 71). Our regulatory
assets and liabilities, and associated liabilities for our unrecovered
PRP costs and unrecovered environmental remediation costs (ERC),
are summarized in the table below.

December 31,
In milions 2005 2004
Hégulatory assets
Unrecovered PRP costs $303 - $361
Unrecovered ERC 196 200
Unrealized loss on hedging derivatives 17 6
Unrecovered postretirement benefit costs 14 14
Unrecovered seasonal rates 11 11
Unrecovered PGA 8 2
Regulatory tax asset 1 2
Other 9 20
Total regulatory assets $559  $616
Regulatory liabilities
Accumulated removal costs $ 94 $ 94
Deferred PGA 36 60
Unrealized gain on hedging derivatives 21 6
Unamortized investment tax credit 19 20
Regulatory tax liability 15 14
Other 6 12
Total regulatory liabilities 19 206
Associated liabilities
PRP costs 265 - 327
ERC 97 90
Total associated liabilities 362 417
Total regulatory and associated liabilities $553  $623
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Our regulatory assets are recoverable through either rate riders
or base rates specifically authorized by a state regulatory commission.
Base rates are designed to provide both a recovery of cost and a
return on investment during the period rates are in effect. As such, all
our regulatory assets are subject to review by the respective state reg-
ulatory commission during any future rate proceedings. In the event
that the provisions of SFAS 71 were no longer applicable, we would
recognize a write-off of net regulatory assets (regulatory assets less
regulatory liabilities) that would result in a charge to net income, which
would be classified as an extracrdinary item. However, although the
natural gas distribution industry is becoming increasingly competitive,
our utility operations continue to recover their costs through cost-
based rates established by the state regulatory commissions. As a
result, we believe that the accounting prescribed under SFAS 71
remains appropriate. It is also our opinion that all regulatory assets are
recoverable in future rate proceedings, and therefore we have not
recorded any regulatory assets that are recoverable but are not yet
included in base rates or contemplated in a rate rider.

All the regulatory assets included in the table above are
included in base rates except for the unrecovered PRP costs, unre-
covered ERC and deferred PGA, which are recovered through spe-
cific rate riders. The rate riders that authorize recovery of unrecovered
PRP costs and the deferred PGA include both a recovery of costs
and a return on investment during the recovery period. We have two
rate riders that authorize the recovery of unrecovered ERC. The ERC
rate rider for Atlanta Gas Light only allows for recovery of the costs
incurred and the recovery period occurs over the five years after the
expense is incurred. ERC associated with the investigation and reme-
diation of Elizabethtown Gas remediation sites located in the state
of New Jersey are recovered under a remediation adjustment clause
and include the carrying cost on unrecovered amounts not currently
in rates.

The regulatory liabilities are refunded to ratepayers through a
rate rider or base rates. If the regulatory liability is included in base
rates, the amount is reflected as a reduction to the rate base in set-
ting rates.



The ERC liability is included as a corresponding regulatory
asset, which is a combination of accrued ERC and unrecovered cash
expenditures for investigation and cleanup costs. Atlanta Gas Light
has three ways of recovering investigation and cleanup costs. First,
the Georgia Commission has approved an ERC recovery rider, The
ERC recovery mechanism allows for recovery of expenditures over a
five-year period subsequent to the period in which the expenditures
are incurred. Atlanta Gas Light expects to collect $29 million in rev-
enues over the next 12 months under the ERC recovery rider, which
is reflected as a current asset. The amounts recovered from the ERC
recovery rider during the last three years were

« $28 million in 2005
= $25 million in 2004
= $23 million in 2003

The second way to recover costs is by exercising the legal
rights Atlanta Gas Light believes it has to recover a share of its costs
from other potentially responsible parties, typically former owners or
operators of these sites. There were no material recoveries from
potentially responsible parties during 2005, 2004 or 2003. The third
way to recover costs is from the receipt of net profits from the sale
of remediated property. There were no sales of property during 2005.

Elizabethtown Gas  In New Jersey, Elizabethtown Gas is currently
conducting remediation activities with oversight from the New Jersey
Department of Environmental Protection. Although we cannot esti-
mate the actual total cost of future environmental investigation and
remediation efforts with precision, based on probabilistic models sim-
ilar to those used at Atlanta Gas Light's former operating sites, the
range of reasonably probable costs is $57 million to $104 million. As
of December 31, 2005, no value within this range was a better esti-
mate than any other value, so we have recorded a liability equal to the
low end of that range, or $57 million.
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Prudently incurred remediation costs for the New Jersey prop-
erties have been authorized by the NJBPU to be recoverable in rates
through a remediation adjustment clause. As a result, Elizabethtown
Gas has recorded a regulatory asset of approximately $63 million,
inclusive of interest, as of December 31, 2005, reflecting the future
recovery of both incurred costs and accrued carrying charges.
Elizabethtown Gas has also been successful in recovering a portion
of remediation costs incurred in New Jersey from its insurance carri-
ers and continues to pursue additional recovery.

Sites in North Carolina  We also own a former NU! remediation
site in Elizabeth City, North Carolina that is subject to a remediation
order by the North Carolina Department of Energy and Natural
Resources. We currently have only partial information regarding envi-
ronmental impacts at the Elizabeth City site, and therefore we can
make guantitative cost estimates only for limited components of a site
cleanup. However, experience at other similar sites suggests that
costs for remediation of this site will likely range from $10 million to
$17 million. As of December 31, 2005, we have recorded a liability
of $10 million related to this site.

There is one other site in North Carolina where investigation
and remediation is likely, although no remediation order exists and
we do not believe costs associated with this site can be reasonably
estimated. In addition, there are as many as six other sites with which
NUI had some association, although no basis for liability has been
asserted, and accordingly we have not accrued any remediation
liability. There are currently no cost recovery mechanisms for the
environmental remediation sites in North Carolina.



Notes to Consolidated Financial Statements

the option to increase the aggregate principal amount available
for borrowing to $1.1 billion on not more than three occasions
during each calendar year. The amended Credit Facility expires on
August 31, 2010.

SouthStar Line of Credit  In April 2004, the SouthStar line of credit
was extended to April 2007, This line is collateralized by various
percentages of eligible accounts receivable, unbilled revenue and
inventory of SouthStar. The base rate on the line is the prime rate
and/or LIBOR plus a margin based on certain financial measures. We
do not guarantee or provide any other form of security for the repay-
ment of any outstanding indebtedness.

Sequent Line of Credit  In June 2005, Sequent’s $25 million unse-
cured line of credit was extended to July 2006. in September 2005,
Sequent entered into an additional $20 million unsecured line of credit
scheduled to expire in September 2006. These unsecured lines of
credit, which total $45 million and bear interest at the federal funds
effective rate plus 0.5%, are used solely for the posting of margin
deposits for New York Mercantile Exchange transactions and are
unconditionally guaranteed by AGL Resources.

Pivotal Utility Holdings Line of Credit In September 2005,
Pivotal Utility entered into a $20 million unsecured line of credit expir-
ing on September 30, 2006. This line of credit supports Elizabethtown
Gas’ hedging program and bears interest at the federal funds effec-
tive rate plus 0.5%, is used solely for the posting of deposits and is
unconditionally guaranteed by us. For more information on Elizabeth-
town Gas’ hedging program, see Note 4.

Long-term Debt

Our long-term debt matures more than one year from the date of
issuance and consists of medium-term notes Series A, Series B and
Series C, which we issued under an indenture dated December 1,
1989; senior notes; gas facility revenue bonds; notes payable to
Trusts; and capital leases. The notes are unsecured and rank on par-
ity with all our other unsecured indebtedness. Our annual maturities
of long-term debt are as follows:

= $4 million in 2007-2010
= $1,611 milion in 2011 and beyond

Senior Notes  The following table provides more information on our
senior notes, which were issued to refinance portions of our existing
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short-term debt and medium-term notes, to finance acquisitions and
for general corporate purposes.

Issue dale Amount (in millions) Interest rate Malurity
February 2001 $300 7.125%  January 2011
July 2003 225 445 April 2013
September 2004 250 6.0 October 2034
December 2004 200 4.95 January 2015

In March 2003, we entered into interest rate swaps of $100 mil-
lion to effectively convert a portion of the fixed-rate interest obligation
on the $300 million in Senior Notes Due 2011 to a variable-rate
obligation. We pay floating interest each January 14 and July 14 at
six-month LIBOR plus 3.4%. The effective variable interest rate at
December 31, 2005 was 7.2%. These interest rate swaps expire
January 14, 2011, unless terminated earlier. For more information
on our interest rate swaps, see Note 4.

The trustee with respect to all of the above-referenced senior
notes is the Bank of New York Trust Company, N.A. (Bank of New
York), pursuant to an indenture dated February 20, 2001. We fully and
unconditionally guarantee all our senior notes.

Gas Facility Revenue Bonds  Pivotal Utility has $200 million of
indebtedness pursuant to gas facility revenue bonds. We do not guar-
antee or provide any other form of security for the repayment of this
indebtedness. Pivotal Utility is party to a series of loan agreements
with the New Jersey Economic Development Authority (NJEDA) pur-
suant to which the NJEDA has issued four series of gas facility rev-
enue bonds:

= $47 million of bonds at adjusting rates due October 1, 2022

» $20 million of bonds at adjusting rates due October 1, 2024

= $39 million of bonds at variable rates due June 1, 2026
{variable bonds)

= $55 million of bonds at 5.7% due June 1, 2032

= $40 miliion of bonds at 5.25% due November 1, 2033

In April 2005, we refinanced $20 million of our Gas Facility Rev-
enue Bonds Due October 1, 2024, The original bonds had a fixed
interest rate of 6.4% per year and were refunded with $20 million of
adjustable-rate gas facility revenue bonds. The maturity date of these
bonds remains October 1, 2024, The new bonds were issued at an
initial annual interest rate of 2.8% and initially have a 35-day auction
period where the interest rate will adjust every 35 days. The interest
rate at December 31, 2005 was 3.3%.



In May 2005, we refinanced an additional $47 million in Gas
Facility Revenue Bonds Due October 1, 2022 and bearing interest
at an annual fixed rate of 6.35%. The new bonds were issued at an
initial annual interest rate of 2.9% and initially have a 35-day auction
period where the interest rate will adjust every 35 days. The maturity
date remains October 1, 2022. The interest rate at December 31,
2005 was 3.2%.

The variable bonds contain a provision whereby the holder can
“put” the bonds back to the issuer. In 1996, Pivotal Utility executed
a long-term Standby Bond Purchase Agreement (SBPA) with a syn-
dicate of banks, which was amended and restated on June 1, 2005.
Under the terms of the SBPA, as further amended, the participating
banks are obligated under certain circumstances to purchase variable
bonds that are tendered by the holiders thereof and not remarketed
by the remarketing agent. Such obligation of the participating banks
would remain in effect untii the June 1, 2010 expiration of the SBPA,
unless it is extended or earlier terminated.

Notes Payable to Trusts  In June 1997, we established AGL Cap-
ital Trust | (Trust 1), a Delaware business trust, of which AGL
Resources owns all the common voting securities. Trust | issued and
sold $75 million of 8.17% capital securities {liquidation amount $1,000
per capital security) to certain initial investors. Trust | used the pro-
ceeds to purchase 8.17% junior subordinated deferrable interest
debentures issued by us. Trust | capital securities are subject to
mandatory redemption at the time of the repayment of the junior sub-
ordinated debentures on June 1, 2037, or the optional prepayment
by us after May 31, 2007.

In March 2001, we established AGL Capital Trust Il (Trust 1l}, a
Delaware business trust, of which AGL Capital owns all the common
voting securities. In May 2001, Trust Il issued and sold $150 million of
8.00% capital securities (liquidation amount $25 per capital security).
Trust Il used the proceeds to purchase 8.00% junior subordinated
deferrable interest debentures issued by us. The proceeds from the
issuance were used to refinance a portion of our existing short-term
debt under the commercial paper program. Trust Il capital securities
are subject to mandatory redemption at the time of the repayment
of the junior subordinated debentures on May 15, 2041, or the
optional prepayment by AGL Capital after May 21, 2006. Additionally
we entered into interest rate swaps tc effectively convert a portion of
the fixed-rate interest obligation on our notes payable to Trusts to a
variable-rate obligation. At the beginning of 2005, we had $75 million
of outstanding interest rate swap agreements associated with our
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Note Payable at AGL Capital Trust Il. On September 7, 2005, we ter-
minated these interest rate swap agreements. We received a payment
of $1 million related to this termination, which included accrued inter-
est and the fair value of these interest rate swap agreements at the
termination date.

The trustee is the Bank of New York with respect to the 8.17%
capital securities pursuant to an indenture dated June 11, 1997, and
with respect to the 8.00% capital securities pursuant to an indenture
dated May 21, 2001. We fully and unconditionally guarantee all our
Trust | and Trust I} obligations for the capital securities.

Other Preferred Securities  As of December 31, 2005, we had
10 million shares of authorized, unissued Class A junior participating
preferred stock, no par value, and 10 million shares of authorized,
unissued preferred stock, no par value.

Capital Leases  Our capital leases consist primarily of a sale/lease-
back transaction completed in 2002 by Florida City Gas related to
its gas meters and other equipment and will be repaid over 11 years.
Pursuant to the terms of the lease agreement, Florida City Gas is
required to insure the leased equipment during the lease term. In
addition, at the expiration of the lease term, Florida City Gas has the
option to purchase the leased meters from the lessor at their fair mar-
ket value.

Default Events

Our Credit Facility financial covenants and the PUHCA require us to
maintain a ratio of total debt to total capitalization of no greater than
70%. As of December 31, 2005 this ratio was 59%. Our debt instru-
ments and other financial obligations include provisions that, if not
complied with, could require early payment, additional collateral sup-
port or similar actions. Our most important default events include

» a maximum leverage ratio

* insolvency events and nonpayment of scheduled principal or inter-
est payments

= acceleration of other financial obligations

= change of control provisions

We do not have any trigger events in our debt instruments that
are tied to changes in our specified credit ratings or our stock price
and have not entered into any transaction that requires us to issue
equity based on credit ratings or other trigger events. We are currently
in compliance with all existing debt provisions and covenants.



Our four operating segments are now as follows:

» Distribution operations consists primarily of
Atlanta Gas Light
1 Chattanooga Gas
B Elizabethtown Gas
Elkton Gas
2 Florida City Gas
& Virginia Natural Gas
* Retail energy operations consists of SouthStar
= Wholesale services consists of Sequent
= Energy investments consists primarily of
& AGL Networks, LLC
5 Pivotal Jefferson Island
u Pivotal Propane

We treat corporate, our fifth segment, as a nonoperating busi-
ness segment, and it currently includes AGL Resources, AGL Services
Company, Pivotal Energy Development and the effect of intercompany
eliminations. We eliminated intersegment sales for the years ended
December 31, 2005, 2004 and 2003 from our statements of consoli-
dated income.

We evaluate segment performance based primarily on the non-
GAAP measure of earnings before interest and taxes (EBIT), which
includes the effects of corporate expense allocations. EBIT is a non-
GAAP measure that includes operating income, other income, equity
in SouthStar’s income in 2003, donations, minority interest in 2005
and 2004 and gains on sales of assets. ltems that we do not include
in EBIT are financing costs, including interest and debt expense,
income taxes and the cumulative effect of a change in accounting
principle, each of which we evaluate on a consolidated level. We
believe EBIT is a useful measurement of our performance because it
provides information that can be used to evaluate the effectiveness of
our businesses from an operational perspective, exclusive of the costs
to finance those activities and exclusive of income taxes, neither of
which is directly relevant to the efficiency of those operations.
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You should not consider EBIT an alternative to, or a more
meaningful indicator of our operating performance than, operating
income or net income as determined in accordance with GAAP. In
addition, our EBIT may not be comparable to a similarly titled meas-
ure of another company. The recongiliations of EBIT to operating
income and net income for the years ended December 31, 2005,
2004 and 2003 are presented below.

In millions 2005 2004 2003
Operating revenues $2,718 $1,832  $983
Operating expenses 2,276 1,500 741
Gain on sale of Caroline Street campus - — 16
Operating income 442 332 258
Other income (1) — 40
Minority interest (22) (18) —
EBIT 419 314 298
Interest expense 109 71 75
Earnings before income taxes 310 243 223
Income taxes 117 90 87
income before cumulative effect

of change in accounting principle 193 153 136
Cumulative effect of change

in accounting principle — — (8)
Net income $ 193 & 153  $128
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AND WHERE WE CAN BE. WE SEE DIFFERENTLY.

With our 2004 acquisitions of Jefferson Island Storage & Hub and of NUI Corpo-
ration (including several natural gas utilities), AGL Resources is positioned to become
the pre-eminent natural gas distributor on the East Coast. These assets, along with the
planned 2005 additions of our Pivotal propane plant in Virginia and Macon pipeline
expansion, have significantly strengthened our infrastructure portfolio. We now serve
2.2 million retail residential, commercial and industrial customers, plus a substantial
portion of large wholesale customers throughout the eastern half of the U.S. Step by
step we're building value, and each step brings new fields of opportunity into view.
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OUR BUSINESS MAY BE UTILITIES, BUT OUR JOB IS TO CREATE VALUE.

AGL Resources has generated steady, consistent gains for our
investors over the past five years. We are an organization with an
appetite for achievement that is focused firmly on creating value.
Simply put, we never stop searching—and as a result, we find oppor-
tunities to create value in places others may dismiss or discount.
We understand the power of incremental gains to build meaningful
returns. We scan the horizon continually for new opportunities.

And the specific assets or projects we select must meet demanding
criteria: a favorable purchase price and the ability to add value both
quickly and over time.

Our 2004 acquisitions are consistent with this strategy and these
criteria, and position us for further incremental growth.

* The purchase of a natural gas storage facility, ideally posi-
tioned to support current natural gas storage demand and
rising LNG imports, substantially strengthens our infra-
structure portfolio.

e Utilities in New Jersey, Florida, Maryland and Virginia,
acquired through our purchase of NUI Corporation, offer
significant opportunities to use our core capabilities to
improve performance for both customers and investors.

Our team of businesses and individuals is committed to the hard
work of building value one step at a time. And as you can see in the
charts on page 3, this commitment is paying dividends.
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High-quality products you can rely on to be there when you need them. Fair prices.
Swift delivery. Responsive service. These are the things consumers expect in the rest of
the economy. We believe they deserve to expect them from utilities too.

AGL Resources is committed to:

EXPERT SERVICE
All service delivered in one trip. All questions answered in one call.

NO WAITING
Same day/next day service or by appointment. Live service representatives
to talk to.

BEST IN TECHNOLOGY
State-of-the-art systems that improve speed, safety and ease of doing
business with us. Continued commitment to reinvest in the business.



When AGL Resources enters a new community, we bring with
us four values that guide our business conduct. We will behave with
honesty. We will create value. We will be generous in spirit. We will
operate inside the lines.

Qur job is to work well inside the rules and regulations under which we are required
to operate, and not to push the envelope with respect to those rules. Our job is to provide
a high-quality product, asking more of ourselves than others do. Our job is to manage
the energy assets of our utility franchises to the benefit of customers. Our job is to deliver
excellent customer service — because our customers have a choice in meeting their energy
needs, and we want them to choose natural gas delivered by our franchises.

We never stop looking for opportunities to improve performance — from reducing the
amount of time it takes to turn on, turn off and read meters, to minimizing the amount of time
customers spend on the phone arranging for service. That's why we work to identify, develop
and integrate new tools and technologies that make us better at what we do. The scale of
our operations now makes it easier to drive best practices through our organizations.

The industry-leading operating efficiencies we've developed over the past five years
in our distribution companies in Georgia, Tennessee and Virginia have improved service for
customers and increased returns for investors. In December 2004, we welcomed 375,000
former NUI customers in New Jersey, Maryland, Virginia and Florida, and we look forward
to working just as hard for them.

AGL Resources is dedicated to the idea that every good thing starts with getting
it right for our customers. Our aspiration is to develop a national reputation for excellent
customer service.












As our natural gas distribution business continues to expand, it is more important
than ever to invest in strategic assets that provide significant flexibility and the opportunity
to offer dependable service to all our customers. In 2004, we took several steps to protect
reliable and economical delivery of natural gas.

Peaking assets are more important than ever before in the energy industry. While natural
gas usage per customer has remained relatively flat or declined, the way in which this gas
is consumed has changed as appliances and homes become more energy efficient. In par-
ticular, weather drives the use of natural gas — which means more assets are needed to
meet peak demand but for fewer days per year. The challenge for suppliers and gas utilities
is to create a portfolio of assets that will serve this growing peak demand without forcing
the customer to pay unnecessary fixed costs for resources.

Recognition of the need for peaking capacity, coupled with our concerns about the
ability of major pipeline companies to make the capital investments necessary to meet peak
demands, led us to move quickly on two projects to ensure system reliability and high-
quality service to customers. In Virginia, our construction of a propane-air peaking plant will
reduce our dependence on major interstate pipelines for critical supply during the coldest
days of the year. In Georgia, we agreed to acquire 250 miles of interstate pipeline serving
the Macon-to-Atlanta corridor. This purchase will save customers money by improving
access to one of our LNG facilities and by enhancing the overall reliability of our Georgia
distribution system.

Acquisition of the Jefferson Island facility adds substantial natural gas storage capacity
to our infrastructure portfolio, and positions us for an even stronger future through the facil-
ity's expansion potential. Located on the Gulf Coast, the two salt dome gas storage caverns
are connected to six major interstate pipelines via the Henry Hub. Jefferson Island creates
the opportunity for an additional income stream by enhancing our ability to provide custom-
tailored services to energy clients throughout the eastern United States. Capacity can be
expanded economically when market conditions and operating parameters warrant.

Even as we develop and acquire new assets, we will continue to optimize the assets
we already own. Sequent Energy Management’s wholesale marketing and asset manage-
ment services continue to enhance results for our utility franchises, and for other energy
clients east of the Rockies. In 2004, Sequent’s asset optimization activities returned
$1.3 million to Chattanooga Gas customers, $3.0 million to Virginia Natural Gas customers
and $3.8 million to Georgia’s Universal Service Fund. Sequent will supply asset manage-
ment services to Elizabethtown Gas in New Jersey beginning in April 2005. We expect its
client list will continue to grow as Sequent gains increased recognition for its ability to
reduce costs and build value for its customers.



FOR THE FOURTH YEAR IN A ROW, WE PRODUCED RECORD RESULTS.

RECORD EARNINGS PER SHARE $2.30
RECORD SHARE PRICE $33.59
RECORD ANNUAL DECLARED DIVIDEND $1.16 PER SHARE

RECORD EQUITY MARKET CAPITALIZATION $2.6 BILLION

In 2004, AGL Resources dividends combined with earnings growth per share pro-
duced a 19% total return to shareholders. Our value proposition for value-oriented investors
remains the same: to produce sustainable earnings and a substantial dividend — with an
element of growth. Our goals remain realistic: to deliver consistent returns in the 8% to 12%
range. A clear line of sight to EPS growth in 2005 should keep us on track to achieve this
goal in the coming year. Our dividend was increased to $1.16 per share by the Board of
Directors in April 2004 and to $1.24 per share in February 2005. Our payott ratio for 2004
was 50%, which remains among the lowest of our peer group, supporting our dividend
and allowing room for future growth.

OUR LONG-TERM Target Actual
VALUE PROPOSITION

4-6% EPS growth from
Year-to-year 2000-2004
earnings per has averaged 14%.
share growth
4-6% Dwidend yield ranged from
Competitive 3.5% to 1.3% during 2004.
dividend yield
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in millions

We continued to focus on the strength of our balance sheet in 2004 by prudently
capitalizing our acquisition of NUI and Jefferson Island Storage & Hub. We kept a close eye
on our debt-to-total-capitalization ratio, overall cost of debt, liquidity position and interest
coverage ratios. In November 2004, we issued 11 million shares of common stock raising
$332 million to fund our 2004 acquisitions. We continue to execute on our strategy to buy
assets economically that will add value in the near term as well as the long term. These new
assets will provide additional opportunities to replicate our operational excellence model
in new franchise territories and across a larger asset base.

Maintaining a strong balance sheet and adding new sources of incremental earnings
are important steps toward improving cash flow and unlocking potential value for share-
holders. Our cash flow picture also will be enhanced going forward by reduced spending
over time related to two mandated regulatory programs — environmental cleanup and
pipeline replacement. This improved cash flow position in succeeding years will place us
in a better position than ever before to create sustainable value for shareholders.

Reduced future capital

spending should provide

$300 g315 cash flow for debt pay-down.
%293 dividend increases and/or

general corporate purposes
5256 3256 $255

including possible stack
$200 repurchase.
3175 Capital Expenses
(actual)
Mandated Programs
$100

(@actual)
Capital Expenses
(projected)
Mandated Programs
$0 (projectad)

2004 2005 2006 2007 2008 2009



TO OUR SHAREHOLDERS Last year, | promised that in 2004 AGL Resources would continue to create value
through a measured pace, a commitment to running the business for quality and for the
long term, and a dividend strategy that rewards the patient investor. In the last 12 months,
we have run our base business to provide strong earnings growth, earning a record
$2.30 per share. We have expanded our utility business to three new states (New Jersey,
Florida and Maryland). We have become the largest gas distributor in the eastern U.S. with
2.2 million customers; and with an equity market capitalization of $2.6 billion, we have
becorme the largest of the pure gas distribution companies. We have expanded our asset
mix through the accretive acquisition of Pivotal Jefferson Island Storage & Hub in Louisiana.
We are in the process of constructing a new propane plant in Virginia and will shortly close
on the acquisition of 250 miles of pipeline from Southern Natural Gas, an affiliate of E!l Paso
Corporation, to reconfigure our infrastructure in Georgia. The Board of Directors raised
our annual dividend twice in the last 12 months: in April 2004 by $0.04 per share and in
February 2005 by $0.08 per share. Our annual dividend now stands at $1.24 per share.

PAULA ROSPUT REYNOLDS Chairman. President and Chief Executive Officer

AGL Resaurcesinc. p 13



The performance on our commit-
ment can perhaps best be viewed in the
following way. The chart below illustrates
the total return to shareholders (share price
appreciation plus dividend) for the several
years that our management team has
been in place. These have been years of
steady improvement, and 2004 has been
a particularly noteworthy one. | hope you
will agree that we have delivered on our
goal to provide value to you.

We thank you for the opportunity
to be stewards of your investment and for
your continued confidence in our strate-
gic direction.

WHAT DO YOU SEE?

This year’s report asks, “What Do You
See?” Despite the fact that the demand
for our product, natural gas, grows only

HISTORICAL TOTAL
RETURN

AGL Resources Peers
Price Appreciation
Dividend Yield

Price Appreciation
Dividend Yield

modestly, | see a world of possibilities in
store for our company. This optimism is not
merely a frame of mind, but is based on
certain fundamentals about the business.
I've listed them below, with a short expla-
nation of each that gives some context to
our 2005 goals.

There is always room for improvement.
Even though most of our operating and
financial metrics (e.g., cost/customer,
customers/employee, cost/new meter.
EBIT/customerj are in the first quartile of
industry benchmarks, there are many addi-
tional technology and business process
improvements we can adopt to raise our
performance. These include rollout of global
positioning systems in all our vehicles; work
management software to automate the flow
of marketing, design, construction and

150%

100%

50%
47%
36%
19% 15%
0%

2004 2 years ended

maintenance of our facilities; use of our
enterprise resource program to retire obso-
lete business systems of newly acquired
utilities; and full deployment of our energy
trading and risk management system in our
asset management and retail marksting
businesses. These platforms are generally
not new. Rather, they are proven systems
in use in general industry. Our goal must not
be to settle for doing what other utilities do.
Instead, we must adopt the business prac-
tices and systems used by leading-edge
companies in the global economy.

Volatility in gas markets is not transitory.
After several years of intensive drilling all
over North America, most experts have
concluded that there are limits to our geol-
ogy and hence to the amount of deliver-
ability we can attain at historical prices.

141%

88%

62%

44%

3 years ended 5 years ended



As a nation, we are thrust into global
energy markets in the competition for sup-
plemental supplies — mainly in the form of
liquefied naturat gas (LNG). Availability and
pricing of these cargoes will be irregular,
at least until the worldwide market for LNG
matures. Thus we can expect volatility in
U.S. gas prices for some time to come.
Consequently, we must develop plans to
diversify our supplies, stabilize our rates,
and realign our pipelines and contracts to
reflect the new realities. But from a share-
holder growth and value standpaint, vol-
atility supports the profitability of our asset
management business. Volatility also pro-
vides assurance that there will be demand
for the wholesale storage capacity we own
and operate — capacity that we intend to
enhance and expand at Jefferson Island.

Peak demand grows significantly more
quickly than average demand.

Despite record home ownership in our
nation and record housing starts in our ser-
vice territories, the demand for natural gas
has grown only modestly. Even with multiple
gas end uses in homes today, the quality of
construction and more efficient appliances
moderate demand. But on the coldest days
of the year, demand is growing significantly
faster than average use —two to three to
five times faster, depending on the service
territory. Peak demand grows more quickly
because at extreme temperatures, gas use

intensifies, regardiess of appliance efficiency.

Because large interstate pipelines do not
specialize in meeting peak-day requirements,
we must identify supplemental resources
to meet the 10 to 20 coldest days of the
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year. This is why our Pivotal propane project
is 8o important in Virginia and why we are
expanding and reconfiguring the operations
of our Macon, Georgia LNG plant. These
facilities provide cost-effective peaking ser-
vice. Moreover, they are good, solid invest-
ments as well.

We won’t pay too much to expand our
business through acquisition.

Two years ago, | wrote that AGL Resources
had gained a reputation for the deals we

hadn’t done rather than the ones we did do.

Dick O’Brien, our chief financial officer, and
| have had numerous discussions about
the combination of valuation and cost sav-
ings that would provide meaningful new
earnings for our shareholders. We walked
away from a number of opportunities in the
intervening period. But this year, the align-
ment of valuation and synergies manifested
itself and we purchased both NUI and
Jefferson Island at competitive valuations.
In each case, we have work to do to make
them best in class, but we also have a clear
line of sight to earnings from these invest-
ments. Investors obviously agree, as we
were able to issue $332 million in equity
to finance these acquisitions without any
adverse effect on the prevailing share price
or any anticipation of earnings dilution.

WHAT WILL YOU SEE IN 2005?

First, we will integrate our new assets
decisively, driving the inherent value we
identified in them to our bottom line. We
will simultaneously seek to improve all our
business metrics in our pre-existing busi-
nesses as well,

Second, with our enlarged business
platform, we intend to earn a national rep-
utation for customer service excellence.
Providing a superior customer experience
is part of what sets great companies apart.
When gas customers think of great ser-
vice, we want them to think of our com-
panies. We will work actively to introduce
service standards in New Jersey and
Florida as well as continue their refinement
in other states.

Third, we will accelerate the pace at
which we implement new technology to
achieve our “one company —one way”
vision, Standardized business practices pro-
mote scalability and efficiency and reduce
operating risk. Standardization runs contrary
to individualized operating practices — and
we reject the latter paradigm as part of
the legacy of a fragmented industry.

Fourth, we will achieve industry-
leading levels of disclosure, transparency
and collaboration with regulators in the
states in which we serve. In the wake of
corporate scandals, we have seen how
quickly trust can diminish. We want to be
the kind of company that regulators would
choose if they could, based on open books
and records and solid operating perform-
ance. We can only do this through constant
engagement and by voluntarily submitting
to scrutiny, transparency and measure-
ment against objective standards. We are
fortunate to operate in positive regulatory
climates, with responsive policymakers.
Nevertheless, in various proceedings this
year, you will see us redouble our efforts
to earn the right to provide comprehensive
service in our franchise areas.



WHAT WILL YOU SEE?

Some of our investors have asked us when we will run out of opportunities. The
answer is not any time soon. As we tell our team, there is no end game here. There is no
destination which, upon reaching it, we can say, “we’re here, now we’re done.” The ethos
of a competitive global economy forces us to keep looking for opportunities, to perform
better with each passing year and to continue to innovate — for our customers and for our
shareholders. 2005 should be an interesting year. Stay with us on the journey. We think
you'll like what you see.

Paula Rosput Reynolds

Chairman, President and Chief Executive Officer
AGL Resources Inc.

March 3, 2005



2005 GOALS

Integrate our acquisitions and meet the performance expectations
of our value-oriented investors.

Establish a national reputation for excellent customer service by
investing in systems, processes and people.

Accelerate the pace of technology adoption and business process
improvement to achieve our “one company” vision.

Elevate our public policy profile with leading levels of transparency
and collaboration to facilitate the adoption of our regulatory and
business framework.
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SELECTED FINANCIAL DATA

31,2001 as tne "Transil:on Panod” in the taoe beow

We acqu red Jelferson Is'and Storage & Huo. LLC {efferson s and) o Qctoter 1. ¢
aperal ons of Jalferson Isiand and one monih of 1he acquired coe-atens of NUIL Pursuant 1o FIN 46R. v

Janaary 1, 2004,

and NUI Comi

Lion (NUD o Noverner 30, 2004, As &

ch we adooled in January 2004, we co

s for 2004 aciude three ~ontns of tne aceu e

2coounts wlh our subsidianes” accounls as of

Doiars and shares i1 ' Cns. excent oer share amouts 2004 o 2002 TanstonPesod 2001 2000
Income statement
Operating revenues $1,832 $ 983 $ 877 $ 204 $ 946 $ 608
Operating expenses
Cost of gas 994 339 268 49 327 112
Operation and maintenance 377 283 274 68 267 248
Depreciation and amortization 99 a1 89 23 100 83
_ Taxes other than income taxes o - 30 28 29 B 33 27
~ Total operating expenses 1,500 T 660 146 727 470
Gain on sale of Caroline Street campus - = 16 = B - = -
Operatingincome 382 288 _2ar 58 219 138
Equity in earnings of SouthStar - 46 27 4 14 6
Gain on sale of Utilipro Inc. - — — — 11 -
Gain on propane transaction - — — — — 13
Other income (loss) - 2 3 1 (7) 9
Donation to private foundation - (8) — — — -
Minority interest (18) - — — — -
Interest expense 4] (r5) . (88) (24 98 . ___ (58
Earnings before income taxes 243 223 161 39 139 108
Income taxes 9% 87 58 14 50 37
Income before cumulative effect of change in accounting principle 153 136 103 25 89 71
Cumulative effect of change in accounting principle,
net of $5 in income taxes ~ = @ — — - =
Net income $ 153 $ 128 $ 103 $ 25 $ 89 $ 7
Common stock data
Weighted average shares outstanding — basic 66.3 63.1 56.1 55.3 54.5 556.2
Weighted average shares outstanding — fully diluted 670 637 566 556 54.9 55.2
Earnings per share — basic $ 2.30 $ 2.03 $ 184 $ 0.45 $ 1.63 $ 1.29
Earnings per share —fully diluted $ 2.28 $ 2.01 $ 1.82 $ 045 $ 1.62 $ 1.29
Dividends per share $1.15 $ 1.1 $ 1.08 $ 0.27 $ 1.08 $ 1.08
Dividend payout ratio __ R _. .50% . %5%  59%  60% 66%  84%
Book value per share - $18.04 $14.66 $12.52 $12.41 $12.20 $11.49
Market value per share’ $33.24 $29.10 $24.30 $23.02 $19.97 $20.08
Balance sheet data’
Total assets $5,640 $3,972 $3,742 $3,454 $3,368 $2,588
Long-term liabilities and deferred credits 682 647 702 671 711 768
Capitalization
Long-term debt (excluding current portion) 1,623 956 994 1,015 1,085 664
__Common shareholders’ equity. 1,885 945 710 690 671 621
Total capitalization $3,008 $1,901 $1,704 $1,705 $1,736 $1,285
Financial ratios’
Capitalization
Long-term debt 54% 50% 58% 60% 61% 52%
~_ Gommon shareholders’ equity n 46 50 42 40 39 48
Total 100% 100% 100% 100% 100% 100%
Return on average common shareholders' equity 13.1% 15.5% 14.7% 14.6% 13.8% 11.1%

" As of tne ast day of the resoeclive fiscai pe od.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CAUTIONARY STATEMENT REGARDING FORWARD-
LOOKING INFORMATION

Unless the context requires otherwise, references to “we,” “us,” “our”
or the “company” are intended to mean consolidated AGL Resources
Inc. and its subsidiaries (AGL Resources). Certain expectations and pro-
jections regarding our future performance referenced in this “Manage-
ment's Discussion and Analysis of Financial Condition and Results of
Operations” section and elsewhere in this report, as well as in other
reports and proxy statements we file with the Securities and Exchange
Commission (SEC), are forward-looking statements. Officers may also
make verbal statements to analysts, investors, regulators, the media
and others that are forward-looking.

Forward-looking statements involve matters that are not his-
torical facts, such as projections of our financial performance, man-
agement's goals and strategies for our business and assumptions
regarding the foregoing. Because these statements involve antici-
pated events or conditions, forward-looking statements often include
words such as “anticipate,” “assume," “can,” “could,” “estimate,”
“expect,” “forecast,” “indicate,” “intend,” *may,” “plan,” “predict,”
*project,” "seek,” “should,” “target,”
sions. For example, in this “Management’s Discussion and Analysis
of Financial Condition and Results of Operations” section and else-
where in this report, we have forward-looking statements regarding
our expectations for

" o

will," “would” or similar expres-

revenue growth

operating income growth

cash flows from operations

operating expense growth

capital expenditures

our business strategies and goals

our potential for growth and profitability

our ability to integrate our recent and future acquisitions
= frends in our business and industries

* developments in accounting standards

Do not unduly rely on forward-looking statements. They repre-
sent our expectations about the future and are not guarantees. Our
expectations are based on currently available competitive, financial and
economic data along with our operating plans. While we believe that
our expectations are reasonable in view of the currently available infor-
mation, our expectations are subject to future events, risks and uncer-
tainties, and there are several factors —many beyond our control —
that could cause results to differ significantly from our expectations.
We caution readers that, in addition to the important factors described
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elsewhere in this report, the factors set forth in “Risk Factors,” among
others, could cause our business, results of operations or financial
condition in 2005 and thereafter to differ significantly from those
expressed in any forward-looking statements. There also may be
other factors not described in this report that could cause results to
differ significantly from our expectations.

Forward-looking statements are only as of the date they are
made, and we do not undertake any obligation to update these state-
ments to reflect subsequent changes.

OVERVIEW

NATURE OF OUR BUSINESS

We are an energy services holding company whose principal busi-
ness is the distribution of natural gas in six states — Florida, Georgia,
Maryland, New Jersey, Tennessee and Virginia. Our six utilities serve
more than 2.2 million end-use customers, making us the largest dis-
tributor of natural gas in the eastern United States based on number
of customers. We are also involved in various related businesses,
including retail natural gas marketing to end-use customers in Georgia;
natural gas asset management and related logistics activities for our
own utilities as well as for other nonaffiliated companies; natural gas
storage arbitrage and related activities; operation of high-deliverability
underground natural gas storage; and construction and operation of
telecommunications conduit and fiber infrastructure within select met-
ropolitan areas. We manage these businesses through three operating
gegments — distribution operations, wholesale services and energy
investments —and a nonoperating corporate segment.

The distribution operations segment is the largest component
of our business and is comprehensively regulated by regulatory agen-
cies in six states. These agencies approve rates that are designed
to provide us the opportunity to generate revenues; to recover the
cost of natural gas delivered to our customers and our fixed and vari-
able costs such as depreciation, interest, maintenance and overhead
costs; and to earn a reasonable return for our shareholders. With
the exception of Atlanta Gas Light Company (Atlanta Gas Light),
our largest utility franchise, the earnings of our regulated utilities are
weather-sensitive to varying degrees. Although various regulatory
mechanisms provide a reasonable opportunity to recover our fixed
costs regardless of volumes sold, the effect of weather manifests itself
in terms of higher earnings during periods of colder weather and lower
earnings with warmer weather. Our Georgia retail marketing business,
SouthStar Energy Services LLC (SouthStar), also is weather-sensitive,
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and uses a variety of hedging strategies to mitigate potential weather
impacts. All of our utilities and SouthStar face competition in the resi-
dential and commercial customer markets based on customer prefer-
ences for natural gas compared with other energy products and the
price of those products relative to that of natural gas.

We derived approximately 96% of our earnings before interest
and taxes (EBIT} during the year ended December 31, 2004 from our
regulated natural gas distribution business and from the sale of natural
gas to end-use customers in Georgia by SouthStar, which is part of
our energy investments segment. This statistic is significant because
it represents the portion of our earnings that results directly from the
underlying business of supplying natural gas to retail customers.
Although SouthStar is not subject to the same regulatory framework
as our utilities, it is an integral part of the retail framework for providing
gas service to end-use customers in the state of Georgia. For more
information regarding our measurement of EBIT and the items it
excludes from operating income and net income, see “Results of
Operations —AGL Resources.”

The remaining 4% of our EBIT was principally derived from
businesses that are complementary to our natural gas distribution
business. We engage in natural gas asset management and operation
of high-deliverability natural gas underground storage as adjunct activ-
ities to our utility franchises. These businesses allow us to be oppor-
tunistic in capturing incremental value at wholesale, provide us with
deepened business insight about natural gas market dynamics and
facilitate our ability, in the case of asset management, to provide
transparency to regulators as to how that value can be captured to
benefit our utility customers through sharing arrangements. Given the
volatile and changing nature of the natural gas resource base in Notth
America and globally, we believe that participation in these related
businesses strengthens our business vitality.

OUR COMPETITIVE STRENGTHS

We believe our competitive strengths have enabled us to grow our
business profitably and create significant shareholder value. These
strengths include:

Regulated distribution assets located in growing

geographic regions

Our operations are primarily concentrated along the east coast of
the United States, from Florida to New Jersey. We operate primarily
urban utility franchises in growing metropolitan areas where we can
deploy technology to improve service delivery and manage costs.
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We believe the population growth and resulting expansion in business
and construction activity in many of the areas we serve should result
in increased demand for natural gas and related infrastructure for the
foreseeable future.

Demonstrated track record of performance through

superior execution

We continue to focus our efforts on generating significant incremen-
tal earnings improvements from each of our businesses. We have
been successful in achieving this goal in the past through a combi-
nation of business growth and controlling or reducing our operating
expenses. We achieved these improvements to our operations in
part through the implementation of best practices in our businesses,
including increased investments in enterprise technology, workforce
automation and business process modernization.

Proven ability to acquire and integrate natural gas assets that
add significant incremental earnings

We take a disciplined approach to identifying strategic natural gas
assets that support our long-term business plan. For example,

our November 2004 purchase of NUI Corporation (NUI), a New
Jersey-based energy holding company with natural gas distribution
operations in New Jersey, Florida, Maryland and Virginia, provides
us an opportunity to leverage and strengthen one of our core com-
petencies — the efficient, low-cost operation of urban natural gas
franchises. The disparity between NUI's pre-acquisition utility operat-
ing metrics and cost structure and those of our other utilities pro-
vides us an opportunity to achieve significant improvements in NUI's
business in 2005 and beyond. In addition, our acquisition in October
2004 of the natural gas storage assets of Jefferson Island Storage &
Hub, LLC {Jefferson Island), as discussed below, added immediate
incremental earnings to our business and, given the possibilities for
expansion, should provide a stable earnings stream going forward.

BUSINESS ACCOMPLISHMENTS IN 2004

= We increased net income 20% to $153 million and fully diluted earn-
ings per share 13% to $2.28 from prior-year amounts. In addition to
improvements in our base distribution business and energy invest-
ments businesses, we were able to capture additional incremental
net income in the wholesale natural gas market through our Sequent
Energy Management, L.P. (Sequent) asset management, producer
services and storage arbitrage activities.

= We strengthened our position as a leading operator of natural gas
utility assets in the eastern United States by acquiring NUI.



» We acquired Jefferson Istand, a high-deliverability salt dome gas stor-

age facility in Louisiana, which allows us to migrate into the whole-

sale market and capitalize on the growing market of utility and large

industrial customers, producers, financial intermediaries and mar-

keters who compete to hold firm capacity rights to store natural gas.

For more information on our acgulisitions on NUI and Jefferson Island,

see Note 2.

We announced our plan to acguire 250 miles of intrastate pipefine

in our Georgia service area from Southern Natural Gas (Southern

Natural), a subsidiary of El Paso Corporation, which should close

in the second gquarter of 2005. We expect this acquisition to allow us

to, over time, undertake economical reconfiguration of our Georgia

transmission grid, integrating gas flows from the Gulf Coast,

imported liquefied natural gas (LNG) and our own market-area LNG.

* We began construction of a propane-air facility in Virginia that will
provide needed peak-day demand protection for the customers of
our Virginia Natural Gas, Inc. (Virginia Natural Gas) utility.

= We continued to support a strong balance sheet by issuing 11.04 mil-
lion shares of AGL Resources common stock in November 2004,
raising net proceeds of $332 million primarily to fund the NUI and
Jefferson Island acquisitions.

= We increased our dividend 7% for the third consecutive year. If
the current amount per quarter of $0.31 per share is in effect for
all of 2005, our indicated annual rate would be $1.24 per share.

AREAS OF STRATEGIC FOCUS IN 2005

Our business strategy is focused on effectively managing our gas
distribution operations; optimizing our return on our assets; selec-
tively growing our gas distribution businesses through acquisitions;
and developing our portfolio of closely related, unregulated busi-
nesses with an emphasis on risk management and earnings visibility.
Key elements of our strategy include:

Enhance the value and growth potential of our regulated

utility operations

We will seek to enhance the value and growth of our existing utility
assets by managing our capital spending effectively; pursuing cus-
tomer growth opportunities in each of our service areas; establishing
a national reputation for excellent customer service by investing in
systems, processes and people; working to achieve authorized
returns in each jurisdiction and, in those jurisdictions where we have
performance-based rates, sharing the benefits with our customers;
and maintaining earnings and rate stability through regulatory com-
pacts that fairly balance the interests of customers and shareholders.
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Rapidly integrate the NU! assets and achieve the resulting
strategic benefits

We are working to integrate NUI's assets into our portfolio of busi-
nesses and to provide the associated benefits to our customers and
shareholders. Our integration plan includes applying enterprise-wide
technology solutions and business processes that are designed to
improve the key business metrics we track on a regular basis and
bringing NUI's operations to a level of operational and service effi-
ciency comparable to that of our other utility businesses. As part of
this process, we also will evaluate certain NUI businesses for possi-
ble divestiture, consistent with our philosophy of exiting businesses
that do not support our long-term strategy.

Focus on maintaining strong, investment-grade profile and

high leve! of liquidity

We will continue to maintain a disciplined approach to capital spend-
ing and improving operating margins to optimize cash flow generation.
Additionally, we seek to reduce in the near term our ratio of total debt
to total capitalization in order to strengthen our balance sheet and
allow us to respond to the capital needs of our operating businesses.
We understand the importance of maintaining strong, investment-
grade credit ratings in order to support our operating and investrment
needs, and we intend to execute our strategy in a way that enhances
our ability to maintain or improve those ratings.

Achieve appropriate regulatory outcomes that support stable
utility earnings

We currently are invoived in regulatory proceedings in Georgia and
Tennessee. In Georgia, Atlanta Gas Light's rate case is in process and
expected to be completed by April 30, 2005. In Tennessee, we antici-
pate receiving a final ruling on our appeal of a 2004 Chattanooga Gas
Company (Chattanooga Gas) rate case in the first quarter. Achieving
favorable outcomes in these cases, and any other formal or informal
regulatory proceedings in which we may be involved, is integrail to the
achievement of our earnings targets.

Selectively evaluate the acquisition of natural gas assets

We will selectively examine and evaluate the acquisition of natural
gas distribution, gas pipeline or other gas-related assets. Our acqui-
sition criteria include the ability to generate operational synergies,
strategic fit relative to our core competencies, value from near-term
earnings contributions and adequate returns on invested capital,
while maintaining or improving our investment-grade credit ratings.
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Selectively expand our other energy businesses

We intend to continue to expand our wholesale services and natural
gas storage businesses to provide disciplined incremental earnings
growth for shareholders. Sequent intends to continue providing cred-
its to our utility customers through effective management of our affili-
ated utility assets. In our asset management business, we intend to
grow our business with nonaffiliated third parties, as well as the ser-
vices we provide to our affiliated utilities, by providing producers with
markets for their gas commaodity; providing end-users with gas supply,
storage and asset management options; and arbitraging pipeline
and storage assets across various gas markets and time horizons.
However, we intend to continue protecting our earnings-at-risk by
maintaining our commitment to limited open-position and credit risks
and by providing transparency and visibility to regulators under our
asset management agreements. As our portfolio of assets and our
ability to store more physical gas inventory grow, the volatility of
reported earnings from this business may increase. In our high-
deliverability underground storage business, we will seek to expand
the operating capabilities of our existing facilities to provide more
flexible and valuable injection and withdrawal capabilities for our cus-
tomers. Pivotal Jefferson Island Storage & Hub LLC (Pivotal Jefferson
Island) is currently expanding its compression capabilities to increase
the number of times a customer can inject and withdraw natural gas.
We will complete and begin operation of our propane peaking facility,
and look for additional opportunities to provide economical peaking
services in the regions in which our utilities operate.

Acquire and retain natural gas customers

We continue to focus significant efforts in our distribution operations
business on improving our net customer growth trends, despite the
industry-wide challenges of rising prices for natural gas and competi-
tion from alternative fuels, declining natural gas usage per customer
and declining regional load factors. In each of our utility service areas,
we will continue to implement programs aimed at emphasizing natural
gas as the fuel of choice for customers and maximizing the use of nat-
ural gas through a variety of promotional opportunities. We also are
focused on similar customer growth initiatives in our SouthStar retail
marketing business in Georgia. In addition, we continue to improve
the credit quality of our customers in the retail marketing business and
will use those technigues to improve credit and collections activities
within our regulated utilities.

Continue to improve revenue and cash fiow stability
We have taken a number of actions in recent years to promote more
stable and predictable revenues and cash flows in each of our business
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segments, as well as to moderate the effects of variable factors, such
as weather and natural gas prices on our business results. Some of
the improvements we have initiated include performance-based
ratemaking treatment in Georgia; weather normalization adjustment
programs in Virginia and Tennessee; more efficient cost management
and cash recovery from our environmental response cost (ERC) pro-
gram in Georgia; and reduced credit losses from our retail marketing
business. We estimate that in 2005 our spending for property, plant
and equipment will be $276 million compared to $264 million in 2004.
Qur capital expenditures should decrease in successive years by
reduced spending related to the pipeline replacement program (PRP),
a mandated regulatory program that has required significant expendi-
tures. We expect to improve our net cash flow, which should provide
enhanced financial flexibility around business investment opportunities
and potentially a return of capital to investors to provide additional
shareholder value.

REGULATORY ENVIRONMENT

We are subject to the rate regulation and accounting requirements

of various state and federal regulatory agencies in the jurisdictions in
which we do business. We are committed to working cooperatively
and constructively with the regulatory agencies in these states, as well
as with federal regulatory agencies in a way that benefits our cus-
tomers, shareholders and other stakeholders. We believe the dynamic
energy environment in which we operate demands that we maintain
an open, respectful and ongoing dialogue with these agencies. This
posture is the best way to ensure we are working toward common
solutions to the many issues our industry faces. These issues include
the changing nature of resource availability, pricing volatility, price lev-
els and their effect on economic development in our service territories,
the likelihood of increased importation of LNG and the need for rea-
sonably priced alternatives for our customers to meet their rapidly
growing peak demands. For more information regarding pending fed-
eral and state regulatory matters, see “Results of Operations — Distri-
bution Operations” and “Results of Operations — Wholesale Services.”

TECHNOLOGY INITIATIVES

We continue to make progress with regard to several of our strategic
technology initiatives. During the third quarter of 2004, we imple-
mented new technological tools that enable marketers of natural gas
in Georgia {(Marketers) to create and input service orders directly into
Atlanta Gas Light's systems, eliminating the need for duplicate data
entry or three-way calis between the customer, Marketers and our
customer call center. This system allowed for a reduction in the



number of customer service representatives servicing Marketers in
our call center, while providing enhanced service to Marketers. 1t also
allowed us to further develop our strategy for the replacement of our
customer information system, which should result in less capital invest-
ment over time than previously estimated.

In addition, we implemented our new energy trading and risk
management (ETRM) system at Sequent in the fourth quarter of 2004.
The ETRM system is designed to enhance internal controls and pro-
vide additional transparency into the activities of Sequent’s business.
We also anticipate the system will enable Sequent to continue to grow
its commercial business without significant growth in support staff.

INTERNAL CONTROLS

Section 404 of the Sarbanes-Oxley Act of 2002
(S8OX 404) Compliance
SOX 404 and related rules of the SEC require management of public
companies to assess the effectiveness of the company’s internal con-
trols over financial reporting as of the end of each fiscal year. This
includes disciosure of any material weaknesses in the company’s
internal controls over financial reporting that have been identified by
management. In addition, SOX 404 requires the company's independ-
ent auditor to attest to and report on management’s annual assess-
ment of the company’s internal controls over financial reporting. We
have documented, tested and assessed our systems of internal con-
trol over financial reporting, as required under SOX 404 and Public
Accounting Oversight Board Standard No. 2, “An Audit of Internal
Control Over Financial Reporting Performed in Conjunction With An
Audit of Financial Statements” (Standard No. 2), which was adopted
in June 2004, to provide the basis for management’s report and our
independent auditors’ attestation on the effectiveness of our internal
control over financial reporting as of December 31, 2004. We estimate
our Sox 404 compliance costs in 2004 were approximately $8 million,
which inciude $5 million of external costs.

There are three levels of possible deficiencies in our internal
controls over financial reporting that can be identified during our
assessment phase, which are

= an internal control deficiency, which exists when the design or the
operation of a control does not allow management or employees, in
the normal course of performing their functions, to prevent or detect
misstatements on a timely basis

= a significant deficiency, which exists when an internat control defi-
ciency or a combination of internal controls deficiencies adversely
affects our ability to initiate, authorize, record, process or report
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financial data in accordance with accounting principles generally
accepted in the United States of America (GAAP) such that there is
a more-than-remote likelihood that a misstatement of the annual
or interim financial statements that is more than inconsequential
will not be prevented or detected

* a material weakness, which exists when a significant deficiency or a
combination of significant deficiencies results in a more-than-remote
likelihood that a material misstatement of the annual or interim finan-
cial statements will not be prevented or detected

As a result, our assessment could result in two possible out-
comes at our reporting date:

= We could conclude that our internal controls over financial reporting
were designed and were operating effectively, or

We could conclude that our internal controls over financial report-
ing were not properly designed or did not operate effectively. A
material weakness that exists at the reporting date would require
our assessment to be that our internal controls over financial
reporting are not effective, and we would be required to disclose
such material weaknesses.

Our independent auditor is now required to issue three opinions
annually, beginning with our 2004 consolidated financial statements.
First, the auditor must evaluate and opine regarding the process by
which we assessed the effectiveness of our internal controls over
financial reporting. A second opinion must be issued as to the effec-
tiveness of our internal controls over financial reporting. Finally, the
independent auditor must issue an opinion, as is normally done, as to
whether our consolidated financial statements are fairly presented,
in all material respects.

The scope of our assessment of our internal controls over
financial reporting included all of our consolidated entities except
those falling under NUI, which we acquired on November 30, 2004,
and Jefferson Island, which we acquired on QOctober 1, 2004. In
accordance with the SEC's published guidance, we excluded these
entities from our assessment as they were acquired late in the year,
and it was not possible to conduct our assessment between the date
of acquisition and the end of the year. SEC rules require that we
complete our assessment of the internal control over financial report-
ing of these entities within one year from the date of acquisition.

We have completed the assessment of the effectiveness of
our internal controls over financial reporting as of December 31,
2004, and have concluded that our controls are operating effectively.
Qur report on internal control over financial reporting and our
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independent auditors’ reports are included following the notes to the
financial statements.

NU! Internal Control Weaknesses

NUI's external and internal auditors performed audits during NUY's fis-
cal 2003 and 2004 years that identified material weaknesses in NUI's
internal controls. These weaknesses were previously discussed in
NUI's filings with the SEC. In March 2004, additional internal control
issues and deficiencies were identified in the focused audit of NUI that
was conducted at the request of the New Jersey Board of Public Utili-
ties (NJBPU). These deficiencies resuited in a material weakness in
internal controls over NUI's financial reporting process and also
resufted in a need for NUI to restate certain of its financial statements.
The internal contro! deficiencies reported by NUI that were identified
by NUI's external and internal auditors included, but were not limited
to, the following:

« General ledger cash account balances were not being reconciled
to the bank statements.

= General ledger account analyses were not being consistently
performed.

= A listing of debt covenants was not being maintained.

= Comprehensive and formalized accounting and financial reporting
policies and procedures did not exist.

» Instances were noted where managemennt lacked certain technical
accounting and tax expertise that resulted in accounting errors.

= The flow of accounting information between business units and
corporate accounting was not timely or formalized.

= Accounts payable invoice processing procedures needed to
be improved.

= A formal plan and implementation timetable needed to be developed
to address compliance with the certification requirements of SOX 404.

» The contract review process was not formally documented, and
appropriate procedures had not been developed to ensure timely
review of contracts for accounting implications.

» There was a lack of adherence to policies and procedures for travel
and entertainment expense reimbursements and procurement
card expenditures.

= The payroli timekeeping and tracking process was manual in nature
and prone to errors.,

» Information technology had a number of areas where formal, docu-
mented policies and procedures had not been developed.
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The focused audit conducted at the request of the NJBPU
revealed the following accounting concerns and weaknesses:

inappropriate and inaccurate treatment of intercompany payable and
receivable balances

inappropriate use of a common cash pool

lack of a formal cash management agreement

weaknesses in internal controls for accounts payable and receivable
jack of formal or appropriate policies and procedures in certain
accounting functions

the need to audit procedures for fixed asset and continuing property
records functions

To address the deficiencies in its internal controls and proce-
dures noted above, NUI expanded its internal controls and procedures
to include the additional analysis and other postclosing procedures
described below. The company

= provided comprehensive in-house training in early fiscal 2004
covering the financial reporting process and internal accounting
controls, including NUI's written accounting policies and procedures
and a policy on disclosure controls, to individuals who participate
in the preparation of the company's financial statements and
required disclosures

conducted meetings in which NUI's President and CEO, Vice Presi-
dent and CFO, General Counsel and Secretary reviewed and dis-
cussed accounting and operational issues to ensure completeness
and accuracy of disclosures in NUI's SEC filings

requested that NUI's in-house counsel and key financial and opera-

tional personnel provide information regarding any known commit-
ments and contingencies that may have financial statement and/or
disclosure implications

obtained internal certifications from key accounting and operational
personnel indicating that they reviewed drafts of NUI's SEC filings for
completeness and accuracy

conducted formal meetings, led by NUI's Corporate Controller with
participation of key accounting personne! (prior to closing the books
of account and filing required reports), to identify and resolve
accounting and disclosure issues

prepared and distributed to participants involved in the preparation
and review of NUI's SEC filings a detailed time schedule outlining key
dates and responsibilities for the preparation of financial information
and required disclosures

completed an audit disclosure checklist to ensure all disclosures
required by GAAP and applicable securities laws and regulations
were properly addressed



assembled supporting documentation for disclosures made in its
SEC filings

retained external counsel to review drafts of its SEC filings to assist
management in ensuring compliance with SEC rules and regulations
created documentation, including flowcharts and formal written poli-
cies and procedures of NUI's financial reporting process, to assist
management with its responsibility to ensure key internal accounting
controls are identified and addressed

distributed a business ethics policy to all employees requesting their
acknowledgment that they received, read and complied with the
ethics policy

conducted internal audits to evaluate internal accounting controls

of key business functions

We have initiated our efforts to assess the systems of internal
control related to NUI's business to comply with the requirements of
both Sections 302 and 404 of the Sarbanes-Oxley Act of 2002. We
believe that material deficiencies in internal controls discussed above
related to the NUI business persist and that we are required to address
and resolve these deficiencies. Our integration plans with respect to
the NUI businesses include the integration and conversion of NUI's
accounting systems and internal control processes into our account-
ing systems and internal control processes, the majority of which we
expect to complete during the first quarter of 2005. In addition, we
have incorporated the NUI businesses into our disclosure control
processes, which include the same or similar activities to those under-
taken by NUI management described above, as well as other proce-
dures. in our closing and financial reporting process.

RESULTS OF OPERATIONS

AGL RESOURCES

We acquired Jefferson Island on October 1, 2004 and NUI on Novem-
ber 30, 2004. As a result, our results of operations for 2004 include
three months of the acquired operations of Jefferson Island and one
month of the acquired operations of NUI. Pursuant to Financial
Accounting Standards Board (FASB) Interpretation No. 46, “Consoli-
dation of Variable Interest Entities,” as revised (FIN 46R). which we
adopted in January 2004, we consolidated all of SouthStar’s accounts
with our subsidiaries’ accounts as of January 1, 2004. We recorded
Piedmont Natural Gas Company, Inc.’s (Piedmont)} portion of South-
Star’s earnings as a minority interest in our statements of consolidated
income and Piedmont’s portion of SouthStar's contributed capital as
a minority interest on our consolidated balance sheet. We eliminated
any intercompany profits between segments.
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Revenues

We generate nearly all our operating revenues through the sale, dis-
tribution and storage of natural gas. We include in our consolidated
revenues an estimate of revenues from natural gas distributed, but
not yet billed, to residential and commercial customers from the latest
meter reading date to the end of the reporting period. We record
these estimated revenues as unbilled revenues on our consolidated
balance sheet.

A significant portion of our operations is subject to variability
associated with changes in commodity prices and seasonal fluctua-
tions. During the heating season, which is primarily from November
through March, natural gas usage and operating revenues are higher
since generally more customers will be connected to our distribution
systems and natural gas usage is higher in periods of colder weather
than in periods of warmer weather. Additionally, commodity prices
tend to be higher in colder months. Our nonutility businesses princi-
pally use physical and financial arrangements to economically hedge
the risks associated with seasonal fluctuations and changing com-
maodity prices. Certain hedging and trading activities may require cash
deposits to satisfy margin requirements. In addition, because these
economic hedges do not generally gualify for hedge accounting treat-
ment, our reported earnings for the wholesale services and energy
investments segments reflect changes in the fair value of certain deriv-
atives; these values may change significantly from period to period.

Operating Margin and EBIT
We evaluate the performance of our operating segments using the
measures of operating margin and EBIT. We believe operating margin
is a better indicator than revenues for the contribution resulting from
customer growth in our distribution operations segment since the cost
of gas can vary significantly and is generally passed directly to our cus-
tomers. We also consider operating margin to be a better indicator in
our wholesale services and energy investments segments since it is a
direct measure of gross profit before overhead costs. We believe EBIT
is a useful measurement of our operating segments' performance
because it provides information that can be used to evaluate the effec-
tiveness of our businesses from an operational perspective, exclusive
of the costs to finance those activities and exclusive of income taxes,
neither of which is directly relevant to the efficiency of those operations.
Our operating margin and EBIT are not measures that are con-
sidered to be calculated in accordance with GAAP. You should not
consider operating margin or EBIT an alternative to, or a more mean-
ingful indicator of, our operating performance than operating income
or net income as determined in accordance with GAAP. In addition,
our operating margin or EBIT measures may not be comparable to a
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similarly titled measure of another company. The following are recon-
ciliations of our operating margin and EBIT to operating income and
net income, and other consolidated financial information for the years
ended December 31, 2004, 2003 and 2002.

I mions, excent oer snae amounts . L2004 003 2002
Operating revenues $1,832 $ 983 $877
Costofgas 994 339 268
Operatngmargin 838 644 _ 609
Operating expenses
Operation and maintenance 377 283 274
Depreciation and amortization 99 91 89
Taxes other thanincometaxes 30 28 29
_.. [otaloperatingexpenses 506 402 = 392
Gain on sale of Caroline Strest campus ~~ — 16 -
Operating income 332 258 217
Other income - 40 30
Minority interest N L) IO -
EBIT 314 298 247
Interest expense . 75 86
Earnings before income taxes 243 223 161
Incometaxes 90 gr .58
Income before cumulative effect
of change in accounting principle 153 136 103
Cumulative effect of change
Jnaccounting principle = @8 =
Net income $ 153 $ 128 $103
Basic earnings per common share
Income before cumulative effect of
change in accounting principle $ 2.30 $2.15 $1.84

Cumulative effect of change
_.In accounting principle - 0.12) -

Basic earnings per common share $ 2.30 $2.03 $1.84
Fully diluted earnings per common share
Income before cumulative effect of
change in accounting principle $ 2.28 $213 $1.82

Cumulative effect of change

_.Inaccounting principle - 012 -

Fully diluted earnings
per common share

‘ Weighted average number

of common shares outstanding
Basic 66.3 63.1 56.1
Fully diluted ~ 67.0 637 566

$228 $201 $1.82
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2004 Compared to 2003

Our earnings per share and net income for 2004 were higher than
the prior year due to stronger contributions from our wholesale ser-
vices business, SouthStar and the acquisitions of NUI and Jefferson
Island. The following table provides a summary of certain items that
impacted 2004 earmnings.

Increase {Decreaser 0 2004
17 " ons Overating income (Belore Taxes)

Accelerated recognition of margins associated
with Sequent storage positions originally
were anticipated to be liquidated in the first
guarter of 2005 $5

Asset sales in the second quarter of 2004 for
a residential and retail property in Savannah,

Georgia which resulted in a $2 million contribution
to EBIT and the sale of our remaining investment
units in U.S. Propane LP (US Propane) 3

Change in Atlanta Gas Light's property taxes as
a resuit of revised estimates and intangible
property tax assessment 3

Contributions to the AGL Resources Private
Foundation Inc. and for energy assistance

_by our subsidiary SouthStar ; @)

The distribution operations segment’s EBIT for 2004 was
$247 million, equal to 2003 results. For comparison purposes, how-
ever, the distribution operations segment’s EBIT in 2004 increased by
$13 million, after excluding the effect of a net $13 million pretax gain
on the sale of company property and a related charitable contribution
in 2008. In addition, 2004 EBIT includes a $7 million contribution
from NUI.

Operating margins of the distribution operations segment
improved by $42 milion or 7%, primarily as a result of the acquisition
of NUI ($25 million) and an approximately 2% increase in the total num-
ber of average connected customers at Atlanta Gas Light, Chat-
tanooga Gas and Virginia Naturat Gas. Operating expenses increased
$29 million or 8% in 2004 relative to 2003, primarily as a result of NUI
($19 million) and increased costs related to information technology
projects, regulatory activities (including Sarbanes-Oxley compliance)
and depreciation expense, offset by decreased bad debt expense and
a decrease in costs associated with postretirement benefits.



The wholesale services segment contributed $24 million in EBIT
in 2004 compared with $20 million in 2003. The $4 million increase is
primarily the resuit of unusually strong fourth-quarter 2004 results,
reflecting the accelerated recognition of margins associated with stor-
age positions that originally were anticipated to be liquidated in the
first quarter of 2005. The accelerated margin recognition resulted in
$5 million of operating income in the fourth guarter that otherwise
would have been recognized in the first quarter of 2005. Primarily as
a result of the decline in forward gas prices at the end of December
2004, and the positive mark-to-markst impact that decline had on the
futures contracts Sequent utilizes to economically hedge its storage
positions, approximately $18 million or 75% of Sequent's full-year
EBIT contribution was generated int the fourth quarter of 2004.

Sequent also continued to increase its volumes and business
transaction activity in 2004. Full-year volumes increased 20%, from
1.75 billion cubic feet (Bcf) per day in 2003 to 2.10 Bcf per day in
2004. New peaking and third-party asset management transactions
also contributed to strong results for the year. Sequent’s operating
expenses for 2004 were $29 million compared with $20 million
in 2003. The increase was due primarily to increased personnel
and increased costs associated with the implementation of a new
energytrading and risk management system and Sarbanes-Oxley
404 compliance.

The energy investments segment contributed EBIT of $59 million
in 2004, a 37% increase over the segment's $43 million contribution in
2003. The primary driver of this segment's results was the performance
of SouthStar, which contributed $53 million in EBIT in 2004 compared
with $46 million in 2003. The improved results at SouthStar main